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FOREWORD 


When the members of the Rowell-Sirois Commission began their collec- 
tive task in 1937, very little was known about the evolution of the 
Canadian economy. What was known, moreover, had not been exten- 
sively analyzed by the slender cadre of social scientists of the day. 

When we set out upon our task nearly 50 years later, we enjoyed a 
substantial advantage over our predecessors; we had a wealth of infor- 
mation. We inherited the work of scholars at universities across Canada 
and we had the benefit of the work of experts from private research 
institutes and publicly sponsored organizations such as the Ontario 
Economic Council and the Economic Council of Canada. Although 
there were still important gaps, our problem was not a shortage of 
information; it was to interrelate and integrate — to synthesize — the 
results of much of the information we already had. 

The mandate of this Commission is unusually broad. It encompasses 
many of the fundamental policy issues expected to confront the people 
of Canada and their governments for the next several decades. The 
nature of the mandate also identified, in advance, the subject matter for 
much of the research and suggested the scope of enquiry and the need for 
vigorous efforts to interrelate and integrate the research disciplines. The 
resulting research program, therefore, is particularly noteworthy in 
three respects: along with original research studies, it includes survey 
papers which synthesize work already done in specialized fields; it 
avoids duplication of work which, in the judgment of the Canadian 
research community, has already been well done; and, considered as a 
whole, it is the most thorough examination of the Canadian economic, 
political and legal systems ever undertaken by an independent agency. 

The Commission’s research program was carried out under the joint 


direction of three prominent and highly respected Canadian scholars: 
Dr. Ivan Bernier (Law and Constitutional Issues), Dr. Alan Cairns (Pol- 
itics and Institutions of Government) and Dr. David C. Smith (Economics). 

Dr. Ivan Bernier is Dean of the Faculty of Law at Laval University. 
Dr. Alan Cairns is former Head of the Department of Political Science at 
the University of British Columbia and, prior to joining the Commission, 
was William Lyon Mackenzie King Visiting Professor of Canadian Stud- 
ies at Harvard University. Dr. David C. Smith, former Head of the 
Department of Economics at Queen’s University in Kingston, is now 
Principal of that University. When Dr. Smith assumed his new respon- 
sibilities at Queen’s in September 1984, he was succeeded by 
Dr. Kenneth Norrie of the University of Alberta and John Sargent of the 
federal Department of Finance, who together acted as Co-directors of 
Research for the concluding phase of the Economics research program. 

I am confident that the efforts of the Research Directors, research 
coordinators and authors whose work appears in this and other volumes, 
have provided the community of Canadian scholars and policy makers 
with a series of publications that will continue to be of value for many 
years to come. And I hope that the value of the research program to 
Canadian scholarship will be enhanced by the fact that Commission 
research is being made available to interested readers in both English 
and French. 

I extend my personal thanks, and that of my fellow Commissioners, to 
the Research Directors and those immediately associated with them in 
the Commission’s research program. I also want to thank the members of 
the many research advisory groups whose counsel contributed so sub- 
stantially to this undertaking. 


DONALD S. MACDONALD 


INTRODUCTION 


At its most general level, the Royal Commission’s research program has 
examined how the Canadian political economy can better adapt to 
change. As a basis of enquiry, this question reflects our belief that the 
future will always take us partly by surprise. Our political, legal and 
economic institutions should therefore be flexible enough to accommo- 
date surprises and yet solid enough to ensure that they help us meet our 
future goals. This theme of an adaptive political economy led us to 
explore the interdependencies between political, legal and economic 
systems and drew our research efforts in an interdisciplinary direction. 

The sheer magnitude of the research output (more than 280 separate 
studies in 70+ volumes) as well as its disciplinary and ideological 
diversity have, however, made complete integration impossible and, we 
have concluded, undesirable. The research output as a whole brings 
varying perspectives and methodologies to the study of common prob- 
lems and we therefore urge readers to look beyond their particular field 
of interest and to explore topics across disciplines. 

The three research areas, — Law and Constitutional Issues, under 
Ivan Bernier; Politics and Institutions of Government, under Alan Cairns; 
and Economics, under David C. Smith (co-directed with Kenneth Norrie 
and John Sargent for the concluding phase of the research program) — 
were further divided into 19 sections headed by research coordinators. 

The area Law and Constitutional Issues has been organized into five 
major sections headed by the research coordinators identified below. 


¢ Law, Society and the Economy — Ivan Bernier and Andrée Lajoie 
* The International Legal Environment — John J. Quinn 
¢ The Canadian Economic Union — Mark Krasnick 


xi 


¢ Harmonization of Laws in Canada — Ronald C.C. Cuming 
¢ Institutional and Constitutional Arrangements — Clare F. Beckton 
and A. Wayne MacKay 


Since law in its numerous manifestations is the most fundamental means 
of implementing state policy, it was necessary to investigate how and 
when law could be mobilized most effectively to address the problems 
raised by the Commission’s mandate. Adopting a broad perspective, 
researchers examined Canada’s legal system from the standpoint of how 
law evolves as a result of social, economic and political changes and 
how, in turn, law brings about changes in our social, economic and 
political conduct. 

Within Politics and Institutions of Government, research has been 
organized into seven major sections. 


¢ Canada and the International Political Economy — Denis Stairs and 
Gilbert Winham 

¢ State and Society in the Modern Era — Keith Banting 

¢ Constitutionalism, Citizenship and Society — Alan Cairns and 
Cynthia Williams 

¢ The Politics of Canadian Federalism — Richard Simeon 

¢ Representative Institutions — Peter Aucoin 

¢ The Politics of Economic Policy — G. Bruce Doern 

¢ Industrial Policy — André Blais 


This area examines a number of developments which have led Canadians 
to question their ability to govern themselves wisely and effectively. 
Many of these developments are not unique to Canada and a number of 
comparative studies canvass and assess how others have coped with 
similar problems. Within the context of the Canadian heritage of parlia- 
mentary government, federalism, a mixed economy, and a bilingual and 
multicultural society, the research also explores ways of rearranging the 
relationships of power and influence among institutions to restore and 
enhance the fundamental democratic principles of representativeness, 
responsiveness and accountability. 
Economics research was organized into seven major sections. 


¢ Macroeconomics — John Sargent 

¢ Federalism and the Economic Union — Kenneth Norrie 

¢ Industrial Structure — Donald G. McFetridge 

¢ International Trade — John Whalley 

¢ Income Distribution and Economic Security — Francois Vaillancourt 
¢ Labour Markets and Labour Relations — Craig Riddell 

¢ Economic Ideas and Social Issues — David Laidler 


Economics research examines the allocation of Canada’s human and 
other resources, the ways in which institutions and policies affect this 


Xi 


allocation, and the distribution of the gains from their use. It also 
considers the nature of economic development, the forces that shape our 
regional and industrial structure, and our economic interdependence 
with other countries. The thrust of the research in economics is to 
increase our comprehension of what determines our economic potential 
and how instruments of economic policy may move us closer to our 
future goals. 

One section from each of the three research areas — The Canadian 
Economic Union, The Politics of Canadian Federalism, and Federalism 
and the Economic Union — have been blended into one unified research 
effort. Consequently, the volumes on Federalism and the Economic 
Union as well as the volume on The North are the results of an inter- 
disciplinary research effort. 

We owe a special debt to the research coordinators. Not only did they 
organize, assemble and analyze the many research studies and combine 
their major findings in overviews, but they also made substantial contri- 
butions to the Final Report. We wish to thank them for their perfor- 
mance, often under heavy pressure. 

Unfortunately, space does not permit us to thank all members of the 
Commission staff individually. However, we are particularly grateful to 
the Chairman, The Hon. Donald S. Macdonald; the Commission’s Exec- 
utive Director, J. Gerald Godsoe; and the Director of Policy, Alan 
Nymark, all of whom were closely involved with the Research Program 
and played key roles in the contribution of Research to the Final Report. 
We wish to express our appreciation to the Commission’s Administrative 
Advisor, Harry Stewart, for his guidance and advice, and to the Director 
of Publishing, Ed Matheson, who managed the research publication 
process. A special thanks to Jamie Benidickson, Policy Coordinator and 
Special Assistant to the Chairman, who played a valuable liaison role 
between Research and the Chairman and Commissioners. We are also 
grateful to our office administrator, Donna Stebbing, and to our sec- 
retarial staff, Monique Carpentier, Barbara Cowtan, Tina DeLuca, 
Francoise Guilbault and Marilyn Sheldon. 

Finally, a well deserved thank you to our closest assistants: Jacques 
J.M. Shore, Law and Constitutional Issues; Cynthia Williams and her 
successor Karen Jackson, Politics and Institutions of Government; and 
I. Lilla Connidis, Economics. We appreciate not only their individual 
contribution to each research area, but also their cooperative contribu- 
tion to the research program and the Commission. 


IVAN BERNIER 
ALAN CAIRNS 
DAVID C. SMITH 
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PREFACE 


This volume consists of ten papers. The first, by André Blais, presents 
an overall view of the industrial policy in the advanced capitalist democ- 
racies. It proposes a definition of industrial policy, defines the main 
tendencies and orientations of government intervention, and analyzes 
the causes of these tendencies and orientations. The second, also by 
Blais, deals with the debate on industrial policy in Canada. As in the 
United States and Europe, industrial policy is a part of the political 
agenda in Canada, and it 1s therefore important to examine the terms of 
debate. This article identifies the main options defended as well as the 
arguments used to support them. It shows in particular how the domi- 
nant values of society influence the structure and evolution of debate. 

The next three studies deal with three of the large issues in industrial 
policy. First, the question of private investment is discussed by 
David Marsh (chap. 3). All discussion on the possibilities and limits of 
state intervention must take account of the place of private investment in 
capitalist democracies. Lindblom, in particular, put forth the hypothesis 
that the business community is in a better position to influence the 
decisions of governments because the latter depend on private invest- 
ment. Marsh examines this hypothesis in detail and points out some of 
its limitations. 

Foreign investment creates even more serious problems. Lynn 
Krieger Mytelka (chap. 4) analyzes the numerous measures adopted 
with regard to foreign investment in the main countries in the Organiza- 
tion for Economic Co-operation and Development and presents case 
studies of Australia and France. She shows that the conditions leading to 
state intervention are complex and specific to a given historical con- 
juncture. She also underlines the lack of information available on the real 
impact of government policies. 


XV 


Of all the political issues raised by industrial policy, however, none is 
more complex and delicate than that of industrial decline. What can be 
done about industries or regions that are in a state of decline? Marsha 
Chandler’s significant paper (chap. 5) traces a profile of the policies 
adopted in six countries and identifies the main political factors that 
might account for the differences among them. She demonstrates that 
the options are not limited to laissez-faire and protectionism and that 
several forms of adjustment are possible. 

The last five papers deal with the role of the main players in the 
development and implementation of industrial policy. Conrad Winn 
(chap. 6) first discusses the rationality of leading politicians. He stresses 
the multiplicity of ministerial roles and motivations and the limits of their 
power. Michael Atkinson, on the other hand (chap. 7), summarizes and 
comments on the three “images” of bureaucracy that are found in the 
literature. He studies the implications of each of these images for the 
development and implementation of industrial policy. He concludes that 
it is more necessary to concentrate on the problems of responsibility 
associated with a strong bureaucracy than to become preoccupied with 
the vices of an ineffective or incoherent one. 

The two papers that follow deal with the respective roles of business 
and unions. Andrew Gollner (chap. 8) distinguishes three types of indus- 
trial policy and shows how the choice between these approaches is 
largely influenced by the nature of business-government relations. 
Steven Wolinetz (chap. 9) emphasizes the small influence unions have in 
countries as different as France, the Netherlands, Sweden and the 
United Kingdom. 

The volume concludes with an analysis of the impact of federalism on 
Canadian industrial policy. Allan Tupper, after examining the roles of the 
federal and provincial governments in the area of industrial policy, 
examines the breadth of cooperation and conflict among the govern- 
ments. He shows that while there ts little coordination the policies are 
rarely clearly contradictory. He concludes that Canadian federalism 
poses certain problems of coordination but that it also has advantages, 
particularly in the area of “sensitivity” to regional interests. 


ANDRE BLAIS 
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Industrial Policy in 
Advanced Capitalist Democracies 


ANDRE BLAIS 


Industrial policy, whatever it is or is not, or should or should not be, is on 
the political agenda in Canada as it is in the United States and Europe. It 
is the subject of lively debate and has created an entire clientele of 
businesses dependent to some degree on government assistance; an 
increasing number of observers are jumping into the discussion of its 
logic and its contradictions. It will be seen later in this paper that the 
concept of industrial policy is not without ambiguity. However, this is 
certainly not sufficient reason to avoid or ignore the debate: the term has 
found its way into the public arena, and the recent proliferation of studies 
devoted to industrial policy attest to the popularity of the issue. Indus- 
trial policy is a political issue, and it is in that light that it will be 
examined here. 

Industrial policy, like any government policy, raises three major ques- 
tions (Blais, 1980). The first relates to the content of state intervention: 
what governments do. The second deals with causes: why governments 
do the things they do. The third concerns the consequences of the 
policy: what government action alters. All three questions will be dealt 
with here. Emphasis will, however, be placed on analysis of the causes of 
industrial policy. We shall seek primarily to grasp the sociopolitical 
dynamic that leads governments to intervene, or not to intervene, in 
industrial development, and to intervene in one particular way rather 
than another. 

One could not, however, examine the “why” of industrial policy 
without considering the other two facets. A firmly grounded knowledge 
of the content of state intervention, its evolution, and its spatial varia- 
tions would seem to be indispensable. One section will thus be devoted 
to a description of major trends in industrial policy. The effects of 
government measures will also be considered, since these effects — 
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real, imagined or anticipated — may influence the initiation, mainte- 
nance or abolition of industrial policy. 

The sociopolitical dynamic may be approached in many ways. Of par- 
ticular interest is the policy calculation that motivates governments to adopt 
a particular strategy. This study will attempt to discover the logic of govern- 
ment intervention, the reasons for which political leaders take or refrain 
from taking action. As the predominant trend in the literature is to examine 
the economic “rationality” (or “irrationality’’) of industrial policy, the 
necessity for a study on its political rationality (or irrationality) appears 
obvious. Also, the strategy of political leaders does not develop in a 
vacuum: it takes into account, in particular, the position and influence — 
real, imagined or anticipated — of other agents in society. This situation 
arises from what games theory refers to as the interdependence of choices 
(Lemieux, 1979). In this way, the relationship of social forces conditions the 
whole of government strategy. 

The universe studied consists of the advanced capitalist democracies. 
It is sufficiently homogeneous that useful comparisons can be drawn 
(Castles, 1982; Blais, 1986). Special attention will of course be given to 
industrial policy in Canada. The comparative approach would appear to 
be essential. By identifying points of similarity or dissimilarity in the 
industrial policies of different countries, we are able to understand the 
reasons behind these policies, as well as what is specific to the Canadian 
case. We are also interested in industrial policies adopted since the end 
of World War II: this is a sufficiently long period for the variations that 
have occurred over time to be analyzed. With such a frame of reference, 
however, analyzing one particular measure in depth is out of the ques- 
tion. The objective is rather to highlight the most noteworthy trends. 

This study consists of four sections. The first defines ‘industrial 
policy.” The conceptual and operational problems linked with the con- 
cept are discussed, and a definition proposed. The second section dis- 
cusses the content of industrial policy: the major trends and broad policy 
directions of state intervention are described. The last two sections deal 
with the causes behind these trends and directions. First the scope of 
government intervention in time and space are considered. Industrial 
policy raises the question of the respective roles of the market and the 
state in the economy, and this paper will attempt to explain why state 
intervention is more pronounced in some countries and at certain times. 
The last section deals with the management of industrial policy, that is, 
the distribution of government assistance. As will be seen, the state 
clearly seeks to promote certain industries or activities at the expense of 
others. The question is why. 


Defining Industrial Policy 


Two preliminary observations may be made. First, the term “industrial 
policy” is relatively recent. Nearly all the works on the subject have 
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been published since 1975. Since reflection on the issue has only just 
begun, so to speak, it may be expected that it will take a certain amount 
of time before what has been said on the subject is put into order. 
Second, the need for an exact definition of the term has not been strongly 
felt. In a number of works no definition is provided (Stoffaés, 1978; 
Young and Lowe, 1975; Pinder, 1982; Warnecke, 1978; de Banot, 1977; 
Galambert, 1982; Diebold, 1980). Where a definition is proposed, it is 
generally disposed of in a paragraph, with the author not taking care 
either to justify the definition or to indicate some of the problems it may 
contain. It is as if defining the term were an unimportant task, to be 
dashed off as quickly as possible. The following seems to reflect the 
general attitude fairly well: ‘““Rather than use more space on definition, 
we hope the reader will recognize this ungainly animal in the examples 
and analysis that follow” (Pinder et al., 1979, p. 3). Moreover, no author 
seems to feel it worth while to set his or her own definition against those 
proposed by other writers on the subject.'! Yet one of the elementary 
precautions in any research is to compile previous definitions and dis- 
cover their relative merits or weaknesses (Selltiz et al., 1976, p. 72). 

We propose as a Starting point the most “official” definition of any 
kind to appear so far, the OECD definition: “Industrial policies are 
concerned with promoting industrial growth and efficiency” (OECD, 
1975, p. 7). Industrial policy is thus defined in relation to its target 
clientele, industry, and to the objectives of growth and efficiency. The 
first element is more or less self-evident: it would be surprising if 
“industry” did not appear in the definition. Also, differentiation of 
policies according to target is current practice in policy analysis 
(Froman, 1968). The sense of the term “industry” remains to be spec- 
ified, a point to which I shall return. 

The second element refers to “objectives” of growth and efficiency. 
This implies that the government’s intentions must be interpreted (Blais 
and Faucher, 1981). It must be recognized, however, that most definitions 
of industrial policy make reference to objectives, as will be seen shortly. 
By contrast, the choice of growth and efficiency as objectives is debata- 
ble, to say the least. Industrial policy also responds to social concerns 
(Hager, 1982) or political concerns (Zysman, 1983), which have nothing 
to do with growth or efficiency. 

The objective that recurs most often in the literature is that of altering 
industrial organization. So it is that Pinder et al. (1979, p. 3) state that 
“industrial policy aims directly to affect the structure of industry.” 
According to Warnecke (1975, p. 4), industrial policy attempts to influ- 
ence the structure of production, location of businesses and industrial 
organization. Watson (1983, p. 2) defines it as “any policy that involves a 
conscious attempt to alter the composition of either the outputs pro- 
duced in the non-governmental sector of the economy or the inputs used 
to produce the output.” Even in a recent OECD work on positive 
adjustment policies (1983b, p. 48), the section on industrial policy began: 
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“governments try to influence directly the structural composition of 
production.” 

There is one final feature of industrial policy that should be empha- 
sized: its selective character. I have already strongly stressed this dimen- 
sion, which would appear to be essential: “The state seeks, through 
industrial policy, to direct investment, promote (or protect) certain 
forms of production, and facilitate (or prohibit) some exchanges” (Blais 
and Faucher, 1981, p. 5, translation). The same stress is found in Curzon 
Price (1981, p. 18), who defines industrial policy as “any selective govern- 
ment or set of measures to prevent or promote structural change on a 
specific ad hoc basis” (emphasis mine). Similarly, Young and Lowe 
(1975, p. 27) note “‘the increasing emphasis on incorporating the princi- 
ple of discrimination into industrial policymaking.” 

I therefore propose the following definition of industrial policy: the set 
of selective measures adopted by the state to alter industrial organization. | 
noted earlier the ambiguity inherent in the term “industry,” which can 
refer to the whole of production, the manufacturing sector only, the 
whole of the primary and secondary sectors, or, finally, the primary and 
secondary sectors excluding agriculture. The predominant trend in the 
literature has been to limit the definition to the manufacturing industry. 
Systematically, those specific branches that have been examined belong 
to the manufacturing sector. The studies in Pinder’s book (1982) deal with 
four industries: textiles, synthetic fibres, shipbuilding and aeronautics. 
Curzon Price (1981, chap. 4) includes an analysis of steelmaking, ship- 
building, textiles and chemicals. This sort of direction appears to be 
narrow, to say the least, especially since the exact differentiation 
between which are processing industries and which are not may some- 
times be a delicate matter. I have opted for the broadest possible defini- 
tion, one encompassing the primary, secondary and tertiary sectors. 

No definition is ever entirely satisfactory. Any breakdown is, in the 
final analysis, arbitrary. I hope to show, however, that the proposed 
definition succeeds in reconciling the two essential qualities, however 
opposite, of any good definition, namely, being relatively clear and at the 
same time corresponding fairly closely to current usage of the term. This 
twofold concern led me to include government objectives in the defini- 
tion, while favouring the objective that appeared most relevant. 

This definition must be made operational. The government measures 
included in the definition, as well as those that are excluded should be 
indicated. This is a thorny issue, which is usually skirted, and principles 
of inclusion in most cases remain implicit. I have selected the following 
instruments from a previous work (Blais and Faucher, 1981): 


* government enterprise; 


* direct financial or technical assistance; 
¢ tax allowances; 
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¢ tariff protection; and 
¢ regulation of competition and foreign investment. 


Two items, which are described in my study on aid to industry (Blais, 
1986), should be added to this list: government markets and special 
protection against imports. 

This set of instruments would seem to cover the essence of what is 
usually designated by the term “industrial policy.” The few authors who 
have been explicit on the point tend to be more restrictive in their 
definition. Davenport et al. (1982, chap. 2) consider five instruments of 
intervention — tax allowances, financial assistance, technical 
assistance,? government markets, and protection against imports* — to 
which Watson (1983, p. 12) adds government enterprise. In chapter 10 of 
this volume Tupper limits himself to government markets, financial 
assistance, and government enterprise. My own definition should thus 
lead to a fairly complete picture of what is meant by industrial policy. 


Trends in Intervention 


Any analysis of industrial policy should first trace the broad outlines of 
state intervention. Three issues will be examined. The first concerns the 
form of intervention: seven instruments of industrial policy have just 
been pinpointed, and it is important that the relative use made of each of 
these instruments be assessed. The second issue concerns the source of 
intervention: by definition, the source is always the state, but questions 
may be raised as to the respective roles of different levels of government 
in developing industrial policy. This issue is obviously of special interest 
to Canada, where the theme of “province-building” has been amply 
developed. The third issue relates to the targets of intervention: indus- 
trial policy, like any other government policy, is never without its win- 
ners and losers, and it is important to specify which types of enterprise, 
industry or activity are primarily promoted by state intervention. In each 
case, the most significant changes that have occurred during the selected 
period will be highlighted, as well as national variations. 


Instruments 


Attempts to compare instruments of intervention for which modes of 
operation are quite diverse are, at the very least, audacious. The exer- 
cise is indispensable, however, in providing an overview of industrial 
policy. A number of studies (Economic Council of Canada, 1983; Morici 
and Megna, 1983; Corden and Fels, 1976) have thus attempted to quan- 
tify the implicit subsidy associated with different measures. On the basis 
of this research and information obtained elsewhere, Blais (1986) con- 
cludes that tariffs are still the most important measure. The average 
tariff in advanced capitalist democracies will be around 4 percent in 
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1987, when the period of adjustment in the Tokyo Round of GATT 
agreements has come to an end. Direct financial assistance and tax 
allowances represent 3 percent and | to 2 percent respectively of the 
gross domestic product (GDP).> Government markets, technical 
assistance, and special protection (quotas in particular) have a fairly low 
overall impact. 

This study does not, however, take into consideration either govern- 
ment enterprise or regulation of competition and foreign investment. 
The case of regulation of competition is relatively straightforward. All 
indications are that antimonopoly legislation is not very tough. As for 
Canada, the study by Gorecki and Stanbury (1979) showed that the law is 
rather permissive, and the penalties imposed on violators hardly very 
strict. With regard to monitoring foreign investment, the picture is more 
complicated. On the one hand, all governments have adopted measures 
aimed at regulating foreign investment, either through authorization 
procedures or by reserving certain sectors for national investors 
(Mytelka, chap. 4 of this volume). On the other hand, intervention is 
very flexible in practice: “Cases of refusal turn out in practice to be 
either non-existent or very few in comparison to the number of autho- 
rizations given” (OECD, 1975, p. 115). Also, the share of foreign invest- 
ment in total investment has grown constantly (Mytelka, chap. 4 of this 
volume). This suggests that regulation is not rigorously applied. 

The role of government enterprise is far from negligible. It is responsi- 
ble for approximately 5 percent of employment and [5 percent of invest- 
ment (Saunders and Klau, 1985, pp. 81-82, Tables 20 and 21). But how 
can its place in industrial policy be assessed? One approach is to 
compare the output of private and government enterprise, and consider 
the divergence as an implicit subsidy to certain production factors (or to 
consumers of the product). To my knowledge, only Ségre (1974) and 
Le Pors (1977) have engaged in this sort of exercise (for France). They 
arrived at an estimate on the order of Fr15 billion for 1969 and Fr20 billion 
for 1974, or approximately 2 percent of the GDP. However, France is a 
country where government enterprise occupies a considerable place in 
the economy. In Canada, the only data we have are from Boardman 
(1984, Table 3) on the Canada Development Corporation. The corpora- 
tion’s return on average annual assets from 1973 to 1982 was 2.9 percent. 
The average return for seven “comparable” enterprises during the same 
period was 5.8 percent, or almost 3 percent higher. If this divergence is 
representative, the implicit subsidy would be on the order of $4.2 billion 
in 1981, or 1.2 percent of the GDP.© Government enterprise would thus be 
an important tool in industrial policy, as important as tax allowances but 
a little less so than direct financial assistance. 

In a more dynamic perspective, the most substantial changes are, on 
the one hand, reduction of tariff protection, with the average tariff 
dropping from 9 percent to 4 percent from 1967 to 1987 (Blais, 1986, 
Table 1), and, on the other hand, an increase in subsidies, which rose 
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from 1.8 percent to 3.1 percent of the GDP from 1965 to 1980 (ibid., 
Table 12). More recently, a resurgence of quotas has also been observed, 
although their effect is less extensive than is generally claimed. In the 
manufacturing sector, at any rate, these quotas apply to commodities for 
which tariffs are already high, and the degree of additional protection 
they offer is generally low. Also, the industries affected are not numer- 
ous. The equivalent tariff for all quotas in the United States in 1976 was 
0.4 percent (Morici and Megna, 1983, p. 8). The amount of tax allow- 
ances has been nearly stable for the same period. The same ts true for 
government enterprise (Blais and Faucher, 1981). 

The fact that the decline in tariffs has been accompanied by an 
increase in non-tariff barriers has given rise to a whole school of thought, 
widely predominant at present, which claims that a new protectionism Is 
emerging (Krauss, 1978; Balassa, 1978, 1979; Lazar, 1981; Mahon and 
Mytelka, 1983). It is important to place things in perspective. In spite of 
certain contrary trends, the process of trade liberalization has contin- 
ued. Since 1965, tariffs have decreased by more than five percentage 
points, and financial assistance has increased by a little over one point. 
Quotas have become more numerous, but the drop in tariffs has clearly 
been more substantial. International trade continues to expand. For 
those countries that concern us, the average value of total imports and 
exports compared to the GDP rose from 52 percent to 58 percent 
between 1970 and 1975, and from 58 percent to 66 percent between 1975 
and 1980 (Blais, 1986, Tables 23 and 24). It was, in fact, during the 1970s, 
and not the 1960s, that international trade experienced its real expan- 
sion, which was just as strong in the second half of the decade as in the 
first. The percentages have even continued to rise slightly since that 
time, reaching 67 percent in 1982, the last year for which figures are 
available. Talk about the new protectionism is thus somewhat short- 
sighted in that it fails to take into consideration what is still the predomi- 
nant trend, trade liberalization. 

The trend varies slightly, of course, from one country to another. 
Tariffs are particularly high in Austria, New Zealand and Australia, and 
particularly low in the Scandinavian countries, Switzerland and, more 
recently, the United States and Japan. Canada occupies an intermediate 
position, as does the European Economic Community. On the domestic 
level, government intervention is higher in Europe, and clearly lower in 
the United States, with Canada once again occupying an intermediate 
position (Blais, 1986, chap. 1). 


The Role of Different Levels of Government 


In Canada, “the growing strength of the provincial states has fascinated 
many observers . . . most provincial governments appear increasingly 
powerful, self-confident, and ambitious” (Tupper, 1982, p. 25). More- 
over, “the most controversial dimension of contemporary provincial 
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power is the provinces’ growing economic importance” (ibid.). It is thus 
desirable to examine the respective place of the federal and provincial 
governments in industrial policy. 

First, certain instruments are controlled solely by the federal govern- 
ment. This is true for protection against imports (tariffs and special 
measures) and for regulation of competition and foreign investment. The 
same is almost true of tax allowances. Seventy percent of revenues from 
taxes on corporate profits come back to the federal government (Statis- 
tics Canada, Consolidated Government Finance, Catalogue 68-202). In 
eight of the provinces, provincial taxes are determined (except in regard 
to tax rates) by the federal government, and Quebec tax laws are 
practically a copy of federal legislation (Thirsk, 1983, pp. 448-49). Also, 
the federal government provides three times more grants and loans than 
do the provincial governments (Blais, 1986, Table 10); it also spends 
three times as much for trade and industry development (Jenkin, 1983, 
p. 171). Only in government markets and government enterprise does the 
provincial government predominate. With regard to purchasing, policies 
of federal and provincial governments are similar (Tupper, chap. 10 of 
this volume), but the scope of purchasing Is greater at the provincial level 
(Science Council of Canada, 1984, p. 21, Table 1). In 1981, the assets of 
provincial government enterprise, $94 billion, were almost double the 
assets of federal government enterprise, which were $51 billion (Statis- 
tics Canada, Federal Government Enterprise Finance, Catalogue 61-203, 
and Provincial Government Enterprise Finance, Catalogue 61-204). On the 
whole, however, federal intervention is clearly higher than provincial 
intervention. This does not rule out the fact that the role of provincial 
governments has grown over time; this is manifestly the case for sub- 
sidies and government enterprise. This development should not, how- 
ever, obscure the predominant role of the federal government. This 
balance is amply confirmed by data from Whalley (1983) on barriers to 
interprovincial trade, data which indicate that the largest barriers come 
from the federal government. In my view, those who hold to “province- 
building” as a depiction of industrial policy seem, like the proponents of 
the new protectionism, to be shortsighted. 

Tupper’s position (chap. 10 of this volume) is different. Although he 
acknowledges the considerable powers of the federal government (“‘the 
federal government wields powerful industrial policy levers comparable 
to that of a unitary state’’) his thesis is to the effect that there is no real 
domination: ‘‘a concern with measuring which level of government is 
dominant is not useful, because such a focus overlooks federalism’s 
combination of active governments in Ottawa and the provinces.” The 
thesis is unconvincing, however. For one thing, the Canadian state can 
only with great difficulty be described as interventionist, if we take the 
European experience into consideration (Blais, 1986, chap. 1).’ For 
another, it is difficult to understand why it would be irrelevant to com- 
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pare the weight of the two levels of government in industrial policy. 
Further in his study Tupper quotes Cairns (1977) to the effect that neither 
of the two levels of government ‘‘can dominate the other.” 

It is important, however, to distinguish between the issues. Clearly, 
the influence of the federal government is greater than that of provincial 
governments in the area of industrial policy, as in most other areas 
(Young, Faucher and Blais, 1984). What Tupper emphasizes, by contrast, 
is that provincial governments sometimes succeed in influencing federal 
policy: 

provincial government critiques exert major, albeit sometimes subtle, influ- 

ences on public policy. Ina very direct way, incessant provincial criticisms 

of federal industrial policy have converted debates about industrial policy 
into intergovernmental wrangles about the location of economic activity. 


The observation is a relevant one. ““Domination” by the federal govern- 
ment is certainly not total domination, and the federal government 
cannot ignore pressure from the provincial governments. But one may 
well wonder whether this pressure would be any less strong if there were 
no provincial governments, given the nature of regionalism in Canada. It 
might be more appropriate, however, to wonder whether federal policies 
do not exert more influence over provincial policies, rather than vice 
versa. The example of regional development (Careless, 1977) is par- 
ticularly striking here. As Binhammer et al. note (1980, p. 30), “the 
programs which used to be initiated and financed entirely from provin- 
cial budgets have been overtaken by special programs cost-shared with 
the federal government. . . .” It should also be kept in mind that it is the 
federal government that controls trade policy, which, as will be seen 
later, pervades the whole of industrial policy. 

The division of powers raises the question, finally, of the degree of 
cooperation between governments. In this regard, Tupper (chap. 10 of 
this volume) arrives at the following conclusion: 


while governments seldom pursue industrial policies that are clearly contra- 
dictory, there remains a lack of policy coordination between the federal and 
provincial governments and between the provincial governments them- 
selves. In most major areas of industrial policy, each government pursues its 
ends with scant reference to the goals of other actors. 


The thesis is somewhat exaggerated, since, as we have just seen, policies 
of different levels of government cannot help but influence each other: 
every government takes account of what other governments are doing. 
The fact remains that coordination, in the strict sense of the term, is 
almost non-existent. But this may not in fact be a problem. It can just as 
easily be maintained that competition is preferable to coordination 
(Bélanger, 1982), especially since cases where they contradict each other 
are rare. 

Finally, the Canadian experience may be compared to that of other 
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federations. Information here is quite fragmentary. Tupper hints that the 
powers of regional governments are even weaker in the United States 
and Australia, which may explain the concerns of some observers. In 
fact, the central government is responsible for 97 percent of subsidies to 
industry in the United States and 84 percent in Australia, compared to 
79 percent in Canada, in 1981 (Blais, 1986, Table 9). By contrast, the 
central government’s share is lower in West Germany (69 percent) and 
Switzerland (63 percent), two federations not examined by Tupper. The 
Canadian position thus appears to be a fairly halfway one. Even in 
Australia and the United States, “governments, in defiance of constitu- 
tional guarantees, have erected various internal barriers to trade,” such 
that “differences between federal states are those of degree, not of kind” 
(Tupper, 1982, p. 3). 

To summarize then, in Canada as in other federations, the central 
government plays a preponderant role. The importance of regional 
governments has certainly increased during the period under study, but 
domination by the central government persists. One may complain 
about the lack of coordination of measures between different levels of 
government, but it remains to be demonstrated that coordination has 
more advantages than has competition. 


Targets 


We have just seen that the central government remains the principal 
author of industrial policy. It now remains to determine who is mainly 
affected by the policy. Toward whom is industrial policy directed? The 
question may be approached in various ways. On the sectoral level, it is 
important to specify which branches of industry are targetted by the 
state. Geographically, the question should be asked as to whether indus- 
trial policy favours poorer or richer regions. Finally, at a yet more 
specific level, the influence of size and ownership is of interest. 

Let us begin with industrial sectors. The situation, of course, varies 
from one instrument to another. The clothing industry is protected by the 
highest tariffs, and agriculture by the strictest quotas. Agriculture, 
shipbuilding, aeronautics, data processing and steelmaking are favoured 
with respect to direct financial assistance. The mining industry is 
favoured by the tax system (Blais, 1986, chap. 1). Lastly, government 
enterprise appears primarily in the transportation and energy sectors, as 
well as in the steel and auto industries (Pryor, 1973; King, 1973; Blais and 
Faucher, 1981; Monsen and Walters, 1983). Overall, agriculture and 
clothing are probably the two main targets of industrial policy. 

What are the major characteristics of this sectoral breakdown? Work 
done to date has borne primarily on tariff protection, for which data are 
more readily available. A number of authors have examined the whole 
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area of protection, including non-tariff barriers, but the results are 
doubtful at best, given the highly incomplete range of measures consi- 
dered.® As concerns tariffs, the industries most spared from the liber- 
alization process are those with a large number of employees and facing 
stiff competition from abroad (Blais, 1986, chap. 1). Financial assistance 
is directed primarily to industries in which the unemployment rate is 
high (Denton, 1976). Government enterprise is found in the most highly 
concentrated sectors (Pryor, 1973, chap. 2). State intervention is thus 
primarily aimed at ‘“‘problem” industries. This does not mean that gov- 
ernments are not concerned with leading-edge industries; on the con- 
trary, a number of measures have been directly addressed toward these 
(George, 1983); declining industries, however, enjoy even more special 
Status. 

Industrial policy is also strongly directed toward regional develop- 
ment. This is particularly the case for direct financial assistance. Enter- 
prises in the poorest areas of Canada benefit most from federal govern- 
ment aid programs (Blais et al., 1983); this trend is found in almost every 
country (Blais, 1986, chap. 1). In Canada, Quebec industry receives the 
most tariff protection (Pinchin, 1979), in the United States, enterprises 
located in rural areas (Lavergne, 1983). 

At the level of enterprises, governments tend to favour large firms. 
These receive a high proportion of government subsidies (Blais, 1986, 
chap. 1), but are also the most likely to be nationalized (Blais and 
Faucher, 1981). Governments do not, however, appear to systematically 
favour the large enterprise, and a new interest in small business has been 
observed for a number of years (Blais, 1986, chap. 3). 

Finally, there is the “national” dimension. Do governments deal 
differently with domestic and foreign capital? Available information on 
the subject is quite fragmentary and does not enable a definitive answer. 
All things considered, any favour that might be shown to domestic 
capital appears rather limited. As has been noted previously, regulation 
of foreign investment is not very strict. Foreign enterprise is somewhat 
at a disadvantage in terms of taxation, but not in respect of financial 
assistance. On the other hand, the nationalist orientation is more pro- 
nounced in high-technology or defence-related industries (Blais, 1986, 
chap. 1). Similarly, foreign firms are more likely to be nationalized 
(Bergsten et al., 1978). The predominant trend, however, appears to be in 
the direction of treating foreign capital in a relatively neutral manner. 

In summary, among the industrial policy instruments used, the most 
important are, in order, tariffs, direct financial assistance, tax allow- 
ances, and government enterprise. A substantial reduction of tariffs has 
occurred, counterbalanced in part by an increase in subsidies. Govern- 
ment intervention tends to be most pronounced in Europe. In all coun- 
tries, the central government has prime responsibility for industrial 
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policy, although the role of regional governments has grown slightly. 
Finally, industrial policy attempts to support first declining industries 
and regions, and then technology. Large enterprise and domestic capital 
are slightly favoured. 


The Scope of Industrial Policy: 
The Role of the State and the Market 


In this section, the reasons behind the trends in industrial policy will be 
examined. Industrial policy is more vigorous 1n different countries and at 
different times; these variations will be described, looking first at varia- 
tions over time, and then at variations between countries. 


The Evolution of Industrial Policy 


Industrial policy over the past forty years has been marked mainly by a 
sharp decrease in tariffs and an increase in subsidies to industry, with the 
changes appearing more particularly in the last twenty years. The basic 
direction has been toward liberalization of trade exchanges. There are 
two major interpretations of this movement, one political (the hegemony 
thesis) and the other economic (the economic conjuncture thesis). 
The hegemony thesis stipulates that “the existence of a state possess- 
ing clear superiority over its nearest rivals — the United Kingdom in 
much of the 19th century and the United States in much of the 20th — is 
a necessary and sufficient condition for an open system to emerge” 
(McKeown, 1983, p. 73). The argument appears plausible when applied 
to the recent past: the United States played a dominant role in establish- 
ing GATT and in various rounds of negotiation (Lipson, 1983, p. 235). By 
contrast, the Kennedy Round, and especially the Tokyo Round, took 
place at a time when U.S. power was in relative decline (Krasner, 1976). 
With regard to the 19th century, McKeown (1983) concludes that Eng- 
land’s efforts to win tariff reductions from other countries were rather 
weak. In addition, “British efforts simply were not successful ia induc- 
ing major changes in other states’ tariffs; when tariff liberalization 
occurred, it was in the absence of British pressure” (p. 88). In sum, even 
though it appears that the hegemonic power generally tends to adopt a 
more open trade policy, the thesis is not very enlightening as to “the 
motivations and capabilities of the nonhegemonic states that are most 
likely to rival the hegemonic power” (McKeown, 1983, p. 76), and can- 
not account for changes over time (Lawson, 1983; Stern, 1984). 
According to McKeown (1984) and Gallarotti (1985), the liberalization 
process intervenes in periods of prosperity, and protectionism inter- 
venes in periods of recession. Their data on the growth of tariffs in the 
United States and Germany during the 19th century seem to corroborate 
this hypothesis. Viewed in this light, the unprecedented growth after 
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World War II apparently greatly favoured the reduction of tariff protec- 
tion, and the economic difficulties of the 1970s would explain why the 
protectionist temptation is greater now. 

Why is this so? According to McKeown (1984, p. 219), protectionist 
pressure is stronger in periods of recession for the following reasons: 


Since rates of entry into a sector tend to be positively related to that sector’s 
rate of demand growth, we would expect entry rates to be smaller during a 
depression than during a period of prosperity. This implies that for a given 
level of protection the producer’s surplus created by protective measures 
will be bid away by new entrants more slowly during the trough of a business 
cycle than during the peak. ... Moreover, since during the trough the 
expected utility of exit into a more remunerative line of business is lower 
than at the peak, firms are more likely to resort to voice (1.e., political action) 
at such a time. 


The study by Takacs (1981) confirms this interpretation. In the United 
States, representations to the government for adoption of safeguard 
measures increase substantially when the economic conjuncture is 
unfavourable. How do governments react to this sort of pressure? They 
are certainly not insensitive to it, since trade policy is in fact affected by 
the economic conjuncture. But neither do they respond automatically to 
such pressure. Takacs (p. 691) observes that decision making by the U.S. 
administration is only slightly influenced by the economic conjuncture, 
so that “although the pressure for protection increases in times of 
economic stress, the government does not necessarily respond to it.” 

Governments appear, therefore, to have an unfavourable bias against 
protectionism and to resist pressure from special-interest groups. This 
point cannot be overemphasized, since the predominant model in eco- 
nomics, when it comes to describing trade policy, is that of the pressure 
group (Lavergne, 1983). This model postulates that, although free trade 
favours growth and efficiency, it can hurt some groups. Compared with 
proponents of free trade these can more readily organize and exert 
pressure on politicians to obtain protective measures. The model is not 
unattractive: Bauer et al. (1972) note that, in fact, protectionist forces are 
more easily mobilized than are free trade groups. The postulates of the 
model in regard to the position of governments, by contrast, are not as 
valid. Governments are presented as being essentially passive and 
responding mechanically to protectionist demand. It could just as well 
be assumed that political leaders subscribe to certain principles or rules 
that influence their decision making to the same extent (Lavergne, 1983). 

Empirical data do not confirm the pressure-group model. For one 
thing, even though protectionist groups are better organized, the trade 
liberalization process has been the predominant trend, suggesting that 
other, more decisive factors are at work in the other direction. For 
another, forecasts of tariff structures by the model have been invali- 
dated. Lavergne (1983, p. 155), whose study is by far the most thorough 
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and systematic one on the subject, concludes thus: “When all the 
analysis is done, the pressure-group variables must be said to perform 
very weakly. As a group... they play a minor role in each of the 
regressions or tend to yield contradictory results.” 

This is not surprising. The voluminous study by Bauer et al. (1972) on 
U.S. trade policy demonstrated that even protectionist groups are much 
less organized than is generally thought, and that in any case the interest 
of a business or an industry is often ambiguous: 


The formal acts of economic calculation acquire their concrete content only 
through acts of communication and social influence. . . . Neither a study of 
influence processes nor a simple study of economic interests without their 
interaction could have yielded much understanding of the behavior of our 
business respondents. (Bauer et al, 1972, p. 4572) 


It would certainly be foolhardy to claim that pressure groups have no 
influence over trade policy. One might, at the very least, maintain that 
their influence is not decisive and that governments respond as well to 
other concerns. 

Why, in fact, do governments have a favourable bias toward free trade 
and resist protectionist pressure? Three factors seem to be at work. 
First, to the extent that a government’s popularity is affected by the 
performance of the economy (Winn and Marsh, chaps. 6 and 3 of this 
volume) and that free trade promotes growth (Harris with Cox, 1984), it is 
in the government’s interest to resist protectionism. Support for free 
trade is certainly not unreserved, since governments look for relatively 
stable rather than maximum growth (Krasner, 1978, p. 40; Mosley, 1976); 
they prefer a gradual, cautious liberalization of trade. Second, to the 
extent that politics consists in large part of symbols (Edelman, 1964), it 
must be acknowledged that free trade has rallied public opinion (see 
chap. 2 of this volume). The Depression and the two world wars have 
succeeded in creating a negative image for protectionist ideas, which are 
readily associated with narrow nationalism. Third, the major capitalist 
countries form part of a military coalition, a fact that can only stimulate 
governments to resist protectionist temptation, a temptation that may 
have considerable political consequences (McKeown, 1984). 

The strategy of governments seems then to have consisted in ensuring 
that the movement toward trade liberalization continued, while yielding 
to certain protectionist pressures in certain sectors and at times when 
the economic situation was particularly unfavourable. The strategy may 
not be as clear or coherent as some people would wish, but this ambigu- 
ity results from the political necessity of reconciling partly contradictory 
objectives, such as growth, stability and jobs, not to mention political- 
military considerations. Combining these objectives may even prove to 
be wise, as Lavergne suggests in the last sentence of his book (1983, 
p. 187). “If the conservative adoption of linear and non-linear cuts has 
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been accepted as a mechanism for easing the general downward move- 
ment of tariffs, then it is conceivable that the overall strategy that this 
represents may have been close to optimum.” 

The period has also been marked by an increase in direct financial 
assistance to industry. Several factors are responsible for this develop- 
ment. The principal one seems to lie in the reduction of tariff protection, 
with which we have just dealt. In the manufacturing sector, the sector 
most directly affected by tariffs, the link between these two develop- 
ments appears clearly. Fels (1976, p. 92) notes that 


during the 1960s, a shift occurred in West Germany’s industrial assistance 
policy from assistance by trade barriers to domestic subsidies and tax 
allowances. The reason for this is obvious: trade policy was becoming 
subject to multinational agreement in which liberalization and significant 
tariff reductions were being achieved. 


Similarly, the Canadian government’s first assistance programs were 
directed toward the defence industry, following the Canada—U.S. agree- 
ment on production sharing in this sector, and toward shipyards, for 
which customs tariffs proved to be inoperative as a result of the British 
Commonwealth Shipping Agreement (Blais, Faucher and Young, 1983). 
It has also been observed that, all things being equal, subsidies to 
industry are more substantial in countries where tariff protection is 
weakest (Blais, 1986, Table 30). 

This type of reaction says a great deal about the concerns of govern- 
ments. On the one hand, they appear favourable to free trade, which 
promises growth and efficiency. On the other hand, they are very nerv- 
ous over the fact that liberalization might benefit certain countries or 
industries more than others, and that because of this it carries with it 
great uncertainty. Financial assistance thus attempts in some degree to 
cushion the potential shocks associated with free trade. 

A second cause of the increase in subsidies to industry is the general 
trend toward a drop in profits (Bosworth, 1982). If it is true that invest- 
ment depends on anticipated profits and governments depend on this 
investment to maintain their popularity (chaps. 3 and 6 of this volume), it 
comes as no surprise that politicians are enormously concerned with the 
investment issue and seek to counterbalance the drop in business prof- 
its. Hager (1982, p. 243) presents this point of view most clearly: 


the logic of industrial policy . . . may be described as the politics of com- 
pensation . . . the state and society remove with one hand the resources 
(and conditions) that allow industry to prosper and give them back with the 
other. Both operations are carried out in the name of social objectives. 


The fact that a correlation is observed between the size of subsidies to 
industry in a country and the tax burden of business in that country 
(Blais, 1986, Table 30) tends to give credence to this thesis. Subsidies to 
industry apparently also compensate in part for the reduction in tariffs 
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and profits. This indicates as well that investors hold a privileged politi- 
cal position in the development of industrial policy (Marsh, chap. 3 of 
this volume). 

A third explanation for the growth of subsidies lies in the increase of 
the unemployment rate since 1974. Since a sizable proportion of govern- 
ment assistance is directed toward declining industries and regions, the 
demand for the intervention becomes more urgent as unemployment 
rises. All things being equal, subsidies become larger in a country as its 
unemployment rate rises (Blais, 1986, Table 30). Unemployment rates 
rose on an average by nearly two percentage points between 1974 and 
1979, and by two points again from 1980 to 1982 (OECD, 1984), arise that 
could not help but contribute to the increase in subsidies to industry. 


National Variations 


While all governments have reduced their tariffs and increased their 
financial assistance to industry, the trend has been more noticeable in 
some countries than in others. First the question of why tariffs and 
subsidies to industry are higher in one country than in another will be 
discussed. Then two studies offering general interpretations of the role 
of the state in industrial growth will be examined. The first is Zysman’s 
study (1983), which, based on a comparative analysis of the situation in 
France, the United Kingdom, West Germany, the United States and 
Japan, attempts to explain why the industrial adjustment process is 
managed by the state in some countries and left to private enterprise in 
others. The second study is contained in a special issue of the Journal of 
Public Policy (February 1983) devoted to industrial policy. That issue 
includes an introduction by McKay and Grant (1983) on prior conditions 
for adoption of an industrial strategy, and eight articles, each bearing on 
industrial policy in a particular country. 


Tariff Protection 

Nearly all studies on customs tariffs deal with the tariff structure, that is, 
the breakdown of tariffs by industry. To my knowledge, only Conybeare 
(1983) and Blais (1986) have concerned themselves with national varia- 
tions. Conybeare analyzes the average manufacturing tariff in 35 coun- 
tries for 1971, and tests four explanatory models. The model yielding the 
best results is the “rational domestic economic policy” model, which 
postulates that tariffs depend essentially on the country’s level of eco- 
nomic development. This result is doubtful, however, because 
Conybeare’s sample is quite heterogeneous. Blais (1986, chap. 2) com- 
pares the average manufacturing tariff with the size, wealth and agri- 
cultural employment of 18 advanced capitalist democracies. The three 
variables appear to have no significant impact. All in all, it is not really 
known why some countries are more protectionist than others. Only 
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more in-depth studies, taking historical continuity into account 
(Lavergne, 1983), may enable an answer to be found. 


Subsidies to Industry 

Blais (1986, chap. 2) is also concerned with the size of subsidies to 
industry in advanced capitalist democracies. Nine independent vari- 
ables were examined: size, resources, size of agriculture, unemploy- 
ment rate, composition of government by political party, tax burden 
borne by business, average manufacturing tariff, size of the government, 
and spending on social security. As previously noted, subsidies are 
negatively associated with tariffs and positively associated with the 
business tax burden and the unemployment rate. Subsidies are also 
higher in countries where agriculture holds an important place in the 
economy, where the social security system is less developed, and where 
the left is in power. I would like to emphasize the last result: left-wing 
governments give more subsidies to industries than do right-wing gov- 
ernments; the difference is even more marked than the difference in total 
expenditures. The greater propensity of left-wing governments to inter- 
vene is even stronger in the industrial sector. Industrial policy, therefore, 
is well and truly an effect of political will. These results are along the 
same lines as those of Chandler (1982), who showed that left-wing 
governments in Canada were more likely to create government enter- 
prise, and Castles (1982), who found that the orientation of the party in 
power had a substantial influence on government spending. 


Zysman’s Thesis: The Financial System 

Zysman (1983) sought to explain why adjustment in the industrial sector 
is more a function of the state in some countries, and left more to private 
enterprise in others. The explanation favoured by Zysman is related to 
certain features of the financial system. He finds three situations (p. 94, 
fig. 2.1): a) a credit-based system, where the state determines the cost of 
credit; b) a system based on the capital market; and c) a system also 
based on credit, but in which private financial institutions predominate. 
Zysman maintains that industrial adjustment is managed by the state in 
the first case, left to private enterprise in the second, and negotiated 
between the state and its social partners in the third. He attempts to 
demonstrate the validity of this proposition by examining the financial 
system and industrial policy of five countries: France, the United King- 
dom, West Germany, the United States, and Japan. 

We are faced here with two assumptions, relating to two dimensions of 
the financial system. First, the state plays a more active role in countries 
where the capital market is less developed. Second, among those coun- 
tries where financing is created essentially through credit, the state 
intervenes more in countries where it controls credit than in countries 
where private institutions predominate. These two assumptions must be 
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looked at separately, as one cannot, a priori, preclude the possibility that 
one is valid and the other is not. 

It is not very easy to assess Zysman’s argument, since it is not 
supported by strict, systematic data on the dependent variable (the 
politics of industrial change), which ought to be the very centre of the 
analysis (Blais, 1980). Zysman’s work contains useful information on the 
financial systems of the five countries, but there is almost no description 
of industrial policy in those countries. Zysman acknowledges at the 
outset (1983, p. 95) that there is a measurement problem, a problem 
whose implications he seems to underestimate. How indeed can one 
appraise the thesis, when the term “the politics of industrial change” is 
never defined and the indicators are never discussed? We do not know 
exactly with which aspects of government intervention the author is 
concerned. References to the literature on industrial policy, which is 
quite extensive, are rare in Zysman’s work. To cite only one example, 
Zysman states (p. 257) that in West Germany “the traditional determina- 
tion to resist demands for subsidy from declining industries appears to 
be holding firm,” while another study estimates that two-thirds of finan- 
cial assistance to industry in that country is directed toward declining 
industries (Ohlin, 1978, p. 26). 

Let us return more specifically to the assumptions. Zysman clearly 
accords greater importance to the second than to the first. The West 
German example is revealing in this regard. Zysman (1983, p. 257) 
stresses the state’s nonintervention in that country, comparing it in 
particular to the situation in France. The West German case, however, 
differs from the French case in respect of the second assumption, and 
not in respect of the first. Thus it is apparently state control of credit that 
is the determining factor. 

According to Zysman (p. 63), industrial credit appears to be the 
favoured instrument of industrial policy, and comprehensive control of 
credit a necessary condition for utilization of this instrument as part of 
industrial policy: “‘the universality of finance enables a single agency to 
exert influence across a range of issues without having to develop 
regulatory or administrative apparatus for each specific case.” Unfor- 
tunately, he does not go to the trouble of systematically comparing 
industrial credit with other instruments of industrial policy. Data used by 
Le Pors (1977, p. 44) on state-industry transfers in France cast a great 
deal of doubt on Zysman’s thesis: the flow of loans to industry is in fact 
much lower than subsidies properly speaking, such that it is hard to 
believe that credit is as key an instrument as Zysman claims it is (Blais, 
1986, chap. 1). 

Finally, the importance attributed by Zysman (1983, p. 85) to what he 
calls the state’s ““capacity” for intervention should be stressed. The term 
is used abundantly: “Our task is to fit finance into an interpretation of the 
state’s capacity for managing industrial adjustment.” This sort of expla- 
nation gives rise to several difficulties. First, how can one measure the 
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capacity for intervening, and how can one distinguish the potential for 
intervening from intervention itself? Also, according to this logic, what 
would account for differences between countries would not be the 
pressures exerted on the state or the ideological concepts of politicians 
or bureaucrats, but rather the available instruments. Zysman tries hard 
to incorporate these other elements into his analysis, but he presents 
them as being dependent on the power of the state. Thus, in approaching 
the adjustment process from the politician’s point of view, he states that 
the calculation depends on the instruments available: “A state strategy 
of purposive development requires a distinct set of capacities” (p. 86). It 
must also be determined, however, what leads governments to wish or 
not wish to intervene. Zysman is quite aware of the importance of this 
question, as he deals with political objectives, but in the final analysis he 
assumes these objectives to be closely dependent on the available means 
of intervention: ““How a government establishes the purposes of its 
policy ...is entertwined with its administrative capacity to act in 
industrial affairs” (ibid.). The converse, that is, the assumption that 
instruments arise out of objectives, may in fact be more plausible. 

In sum, Zysman’s thesis is unconvincing. Factual data on the content 
of industrial policy is almost nonexistent. The crucial role of credit as an 
instrument of intervention is more presumed than demonstrated. There- 
fore, one must look elsewhere for a satisfactory explanation of national 
variations in industrial policy. 


The McKay-Grant Hypothesis 

According to McKay and Grant (1983, p. 9), adoption of a coherent 
industrial strategy depends on two factors: first, “a broad acceptance 
among political elites of the need for government to play an active part in 
helping industry adapt to change,” and, second, “the existence of good 
communication between political/bureaucratic and economic actors, 
including a broad acceptance by private investors of the need for govern- 
ment intervention.” The authors acknowledge that industrial policy 
directions are always controversial, but add that consensus on the need 
for government intervention is indispensable. 

Like Zysman’s thesis, the McKay-Grant hypothesis is not really 
verified empirically. The authors present their analysis as being explora- 
tory. It is regrettable, however, that they offer no discussion of the 
criteria whereby one may recognize the presence or absence of an 
industrial strategy on the one hand, and of consensus on the other. Once 
again, the argument is remarkably vague. 

The interpretation is not unattractive, however. It correctly places 
emphasis on the dynamic of government-industry relations. It attributes 
a veto power to industrialists, in the sense that their cooperation appears 
to be indispensable. The statement of the problem is also more interest- 
ing than in Zysman, as the interplay of the actors is taken directly into 
consideration. Unfortunately, the articles on which McKay and Grant 
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base their argument yield only a little information on the position of the 
industrial community, and it is almost impossible to rule on the validity 
of the hypothesis. Moreover, the distinction between consensus on the 
timeliness of an industrial policy and disagreement on possible direc- 
tions for that policy appears superficial. It may be assumed that assess- 
ment by one group of the necessity for government intervention Is 
closely linked with the assessment it makes of the management, present 
or anticipated, of that intervention. 

Consensus remains a quite superficial explanation, unless its origin is 
also examined. Let us assume for the time being that the authors are 
right, and that consent of the parties involved is in fact a necessary 
condition for the development of industrial policy. This implies, as 
previously noted, that the industrial community plays a decisive role, 
which would confirm the thesis that the business community occupies a 
privileged position in capitalist societies. It remains then to explain why 
industrialists react differently to government intervention in different 
countries. If cultural explanations are excluded, the most plausible 
interpretation is that the industrialist’s calculation depends on measures 
already in place. In countries where government intervention is already 
firmly established (Katzenstein, 1978), business people would judge that 
it is was not in their interest to oppose industrial policy. Equally, weak- 
ness in the industrial community would allow for a “coherent” industrial 
strategy (Gollner, chap. 8 of this volume). 

Here, it would seem, we are touching on the crux of the question. 
What are the interests of industrialists with respect to industrial policy? 
The question is especially complex, as these interests vary by sector, 
region, and type of enterprise. The perspective may also be different 
depending on whether the short or the long term is considered. This is a 
fundamental question, however, and one can only regret that it is almost 
never directly dealt with in the literature. In my opinion, in spite of all the 
fine distinctions that should be made, it is in the interests of the industrial 
community overall that governments intervene as little as possible in the 
economy. Even industrial assistance programs cannot be considered 
“gifts,” since they are accompanied by conditions that reduce the firm’s 
margin of manoeuvre. This represents a considerable political cost, if it 
is felt, as Vogel feels (1978), that management autonomy is at the very 
heart of power in business. More generally, “there exists a large common 
interest of business, less often articulated but still generally understood, 
in curbing excessive expenditure .. .”’ (Young, 1983, p. 353). 

If such is the case, a vigorous industrial policy can emerge only in 
countries where the state is able to impose its directions on an industrial 
community too weak to oppose it. In steelmaking in France, for exam- 
ple, “after extended negotiations and much against its will, the industry, 
in the form of its trade association, agreed to the plan because it was in 
desperate need of substantial government financial assistance” 
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(Zysman, 1977, p. 71). The consensus would thus be more apparent than 
real, the result of industrialists resigning themselves to the situation. It 
should be recalled in this respect that subsidies to industry are linked to 
the composition of the government. Left and right have different posi- 
tions on this issue, as on others, and if there is consensus it can be 
explained only by the power relationships that exist in society. 

In sum, the McKay-Grant hypothesis seems to be quite unsatisfac- 
tory. It is of interest because it draws attention to a key actor, indus- 
trialists, but we learn so little as to the nature and origin of the so-called 
consensus that the author’s interpretation raises doubts, to say the least. 


Conclusion 

We must conclude that, while national variations in industrial policy 
have been subject to several interpretations, these interpretations have, 
on the whole, been rather unconvincing. This analysis of studies on the 
subject has, however, brought out three points. First, industrial policy is 
part of a broader debate on the role of the state; as a result, politicians 
approach the issue partly from the angle of the place the government and 
the market ought, in their view, to occupy in the economy. Second, 
government-industry relations are crucial in developing industrial pol- 
icy, and politicians always bear in mind, in planning strategy, the indus- 
trialists’ possible reactions, their mobilizing power, and the means at 
their disposal to invest elsewhere. Third, economic performance influ- 
ences the scope of industrial policy. Subsidies to industry are more 
substantial in countries where the unemployment rate is higher. 


The Management of Industrial Policy: 
Winners and Losers 


When government intervenes in industrial development, it is clearly for 
the purpose of promoting certain activities or industries at the expense 
of others; thus it is important to examine who benefits most, and who 
benefits least, from government intervention, and to explain why this is 
so. We saw in the second section of this study that industrial policy is 
primarily directed toward declining industries and regions, and secondly 
toward leading-edge, high-technology industry. We also noted that large 
enterprises and domestic enterprises were slightly favoured. These are 
the five principal issues raised by industrial policy in relation to distribu- 
tion of government assistance. 


Industrial Decline 


It is paradoxical to say the least that industrial policy addresses itself 
primarily to industries and businesses in difficulty. The paradox arises 
from the fact that the discussion of industrial policy revolves around the 
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themes of growth, productivity and efficiency. In the United States, 
those who propose a true industrial policy (Reich, 1982; Thurow, 1980; 
Magaziner and Reich, 1982) insist on the necessity of giving more 
encouragement to industries of the future, while sceptics hint that this is 
still only a pious wish, given the natural bent of the political apparatus: 
‘an industrial policy that seeks to direct resources to winners might find 
itself funneling massive funds to politically adept losers” (Badaracco 
and Yoffie, 1983, p. 102). 

The argument most often advanced to describe this state of affairs 
goes back to the process of mobilizing interests: “only those who are 
losers in the marketplace are likely to be interested in developing the 
political clout to promote an industrial policy” (Krauss, 1978, p. 73). The 
argument has a certain plausibility. Aggarwal in particular has docu- 
mented fully the pressure exerted by the American Cotton Manufac- 
turers Institute to initiate agreements on voluntary restraints in the 
textile industry during the 1950s. The explanation is incomplete, how- 
ever. A high proportion of textile workers, for example, are women and 
immigrants (OECD, 1983a; Matthews, 1980), generally not highly orga- 
nized. Similarly, the favoured treatment enjoyed by agriculture could not 
possibly be explained by the strong organization of farm associations. 
As Cable emphasizes (1983, p. 228), “there is no mechanical process by 
which politicians weigh votes and bureaucrats defer to economic power 
and good organization. There is also an important ideological compo- 
nent: lobbies need to capture a sense of what is both ‘fair’ and in the 
national interest.” Politicians are not passive, and hence it is important 
to understand how they perceive industrial decline. 

Why, in fact, are politicians so concerned with declining industries, 
and exactly what objectives are they pursuing? On this point nearly all 
studies are in agreement: the major concern is clearly jobs. Denton 
(1976, p. 161) states that “without doubt the one problem above all of 
these in provoking the growth of financial aid to industry has been 
unemployment.” Denton et al. (1975) observe as well, in the United 
Kingdom, a close correlation between the size of subsidies and the 
unemployment rate in a given industry. In the same vein, Kreile (1983, 
p. 215) concludes that in Italy “the dominant patterns of industrial policy 
has been short-term crisis management, ad hoc interventions that were 
aimed at safeguarding employment and ensuring the financial survival of 
floundering companies.” In the United States, tariffs decrease least in 
industries facing heightened competition from foreign producers and 
having a large number of employees (Lavergne, 1983); it is also in 
industries with many employees and where employment is declining that 
retaliatory measures are most frequent (Herander and Schwartz, 1984; 
Finger, Hall and Nelson, 1982). 

Why is the safeguarding of jobs so important? The simplest answer is 
that politicians’ concerns reflect the value system of the society in which 
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they live. Work is held to be a source of well-being more important than 
the financial situation (Campbell et al, 1976, p. 85). Job security is more 
highly valued than the level of remuneration: 84 percent of Canadians 
prefer stable employment to higher wages (Decima Quarterly Report, 
Winter 1982, question 545; Bellemare and Poulin-Simon, 1983, p. 68; 
Campbell et al., 1976, p. 299). Finally, while it is true that growth of 
income may contribute to a feeling of well-being, the negative impact of 
unemployment is much more pronounced, especially as this impact is in 
large part independent of the resulting loss of income, involving as it 
does one’s self-esteem (Campbell et al., 1976, p. 318; Campbell, 1981, 
pp. 120-22; Bellemare and Poulin-Simon, 1983, p. 68). This leads as 
“liberal” an economist as Baldwin (1979, p. 238) to conclude: “Our 
social values and income levels are such that we should be able to reduce 
output in noncompetitive industries slowly enough to enable most of 
those currently employed in such industries to remain if they wish.” 
Grant (1982, p. 16) notes that in the British textile industry “most of the 
managers .. . identify closely with their companies [and] . . . prefer to 
continue to make low profits rather than sell out.” 

Of the political necessity for aid to declining industries there can be no 
doubt. The problem is set out clearly by Brenner and Courville (1985): 


there are risks, associated with domestic and international turmoil, that a 
government, by definition, is supposed to reduce. Industrial policies are one 
of the means by which such disturbances can be mitigated. In order to 
diminish these risks, people may be willing to pay, directly or indirectly, the 
costs of insurance by subsidizing some provinces, regions or industries. 


Such aid also serves the purpose of facilitating the trade liberalization 
process. As McKeown emphasizes (1984, p. 231), in the 19th century 
“the lack of alternative policy instruments and heavy political burdens 
thus carried by the tariff imply that the stakes in tariff setting were high 
and that actors deprived in this issue area could not readily be compen- 
sated by payoffs in other areas.” 

The question of intervention strategy in the face of industrial decline 
still arises. Chandler, in her study (chap. 5 in this volume), refers to 
Magaziner and Reich (1982), who distinguish among three strategies: a) 
laissez faire; b) protection, which consists of preserving the status quo 
and hence impeding industrial adjustment; and c) a policy to facilitate 
the adjustment process. A fourth possible strategy, which Chandler 
mentions in passing, is the management of decline, which cushions the 
adverse effects of the decline by stretching it out over a longer period of 
time (Blais, 1986). 

It is then a matter of determining which of these strategies predomi- 
nates, and whether variations among countries are significant. The 
question is quite complex. Data on employment in specific industries are 
rarely available on a comparative basis. Information on government 
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programs is fragmentary, and almost nothing is known about their real 
impact (Grant, 1983). Generalizations on the subject cannot help but be 
risky. 

One way to attack the problem is to examine the concrete result, that 
is, changes in employment in the declining industries. In textiles and 
clothing, probably the cases most often cited, job losses since 1963 have 
been progressing at an average annual rate of 3 percent (Blais, 1986, 
Table 32). This data suggests that governments seek essentially to man- 
age industrial decline, that is, to slow down the rate of job loss. As OECD 
notes (1983a, p. 120), “Government policies for the textiles and clothing 
industries have primarily affected the rate at which change has occurred, 
rather than the direction or broad thrust of change.” The strategy is quite 
understandable. On the one hand, unemployment has considerable 
impact on the popularity of governments. On the other, it is particularly 
in the government’s interest to prevent unemployment in a given indus- 
try from exceeding a certain tolerance threshold: 


Within the context of the “satisficing’” theory we may interpret these 
changes as responses to the straying of a target variable into a “forbidden”’ 
region: when unemployment begins to take on “unsatisfactory” values, red 
lights, as it were, begin to flash and the authorities deploy their instruments 
in instinctive Pavlovian fashion until the offending target variable has moved 
back into the satisfactory region. (Mosley, 1976, p. 65) 


It is a matter, in sum, of ensuring that the decline occurs gently, and is 
spread out over a longer period of time, so as to be less painful. 

Chandler, for her part (chap. 5 of this volume), is more interested in the 
differences among countries. In so doing, she has probably tended to 
exaggerate the differences and minimize the similarities. In the case of 
France, for example, she notes that “protection through quotas, tariffs 
and preferential public procurement continue to be employed. . . .” One 
could be even more explicit: within the manufacturing sector, the tariff 
structure is remarkably similar from one country to another. In prac- 
tically every country, clothing is the most protected industry. Agree- 
ments on voluntary restraints are perhaps more numerous in the United 
States, but they are to be found in Europe as well, particularly in textiles 
and automobiles (Blais, 1986, chap. 1). The constants appear to me to be 
even more significant than the national variations. 

Still, these variations are not negligible. Chandler’s thesis is the fol- 
lowing: 


In France, West Germany and Japan, the more successful states to deal with 
decline, there is much evidence that state-led or encouraged restructuring 
has been accompanied by assistance to hard-hit regions and redundant 
workers. If anything distinguishes Britain, Canada and the United States 
from the other three countries here, it is the way in which they respond to 
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the social costs of economic change: Britain, Canada and the United States 
tend to shield workers and regions from change rather than support them 
through change. 


It is important to emphasize that the picture applies only to the manufac- 
turing sector, with which the studies cited by Chandler are concerned. In 
agriculture, the situation is altogether different. Quotas imposed by 
Japan and the EEC are clearly stricter than those set by the U.S. 
government (Cline et al., 1978; Blais, 1986, chap. 1). This is a facet of 
Japanese industrial policy that is too easily forgotten: 


Agriculture has been the most heavily protected of industries . . . in agri- 
culture the political system, far from exhibiting special capacities for adapt- 
ing economic activity to favor the high-growth sectors, has been unable even 
to provide incentives for a shift of resources from rice growing to those farm 
sectors . . . in which productivity gains promise to be greatest. (Trezise, 
1976, p. 773-74). 


Within the manufacturing sector, the description is probably fairly accu- 
rate on the whole, although again distinctions must be drawn. In Japan, 
for example, the government is still “reluctant to abandon existing 
industries” (ibid., p. 800). In West Germany, it is true that the central 
government avoids “rescue” operations, but “politically this abstinence 
was made easier by the Regional (Land) governments frequently step- 
pingin.. . to rescue failing firms” (Shepherd, 1983, p. 37). But it is the 
French case especially that creates a problem. Here, the assessment of 
the situation made by the French themselves is clearly less positive than 
that of foreign observers. Even among the latter, the picture they paint is 
not always rosy: “only limited efforts to rationalize production were 
undertaken by the largest cotton textile companies, as they took over 
smaller firms” (Mytelka, 1982, p. 148). But the judgment of French 
analysts is even harsher. Stoffaés, for example (1978, pp. 708-709), 
describes a study on the structural adjustment occurring in the jute 
industry: 


Three types of reaction were observed in the face of competition from 

developing countries... 

¢« The United States opened its market and gave free play to competition 
which led to rapid elimination of national production. 

¢ France brought protective measures and quotas into play. 

¢ Great Britain adopted an intermediate process, of free entry into its 
market, but with an equalization tax intended to be gradually 
reduced. . . . [Translation] 


The picture is similar in the case of steelmaking (Padioleau, 1981). 

In order to describe these variations among countries, Ckandler looks 
at five independent variables: the presence or absence of consensus, the 
party in power, the bureaucratic organization, the banking system, and 
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the structure of private sector representation. The interpretation Is 
essentially political. Chandler acknowledges that there are also deter- 
mining economic factors, but stresses the necessity of analyzing the 
political dynamic. In principle, I can only agree. However, she seems to 
overlook the considerable political impact of unemployment. For my 
part, I feel that a policy directed at the outset toward industrial adjust- 
ment is possible only if the unemployment rate is not too high. A high 
unemployment rate has social and political implications such that a 
certain dose of protectionism is required. The West German case is quite 
interesting in this respect. If my analysis is accurate, it is only because 
unemployment is low in that country and the social security system more 
highly developed that protectionist pressure is not more strongly 
exerted. 

For a number of years now, agreements on voluntary restraints have 
represented an important instrument for managing industrial decline, 
and it is important to ask why. The principal factor in the explanation has 
already been described. Increases in the unemployment rate have inten- 
sified protectionist pressure, and quotas are the protective measure par 
excellence. The logic of quotas is relatively straightforward: they are an 
ideal instrument for stabilizing industry. 


a quota stabilises the circumstances of domestic producers for any down- 
ward shift of the foreign-supply curve. . . . Thus ina situation in which there 
is considerable uncertainty as to the future position of the foreign-supply 
curve — even in its position in the immediate future — there is a case fora 
protectionist government to choose a quota system rather than a tariff. 
(Hindley, 1980, p. 32) 


Consequently, “with quotas, the employment effect is certain” (Pearson 
and Salembier, 1983, p. 27). As the majority of the population is “risk- 
averse” (Johnston, 1985), quotas are an attractive solution to alleviate 
the difficulties an industry is experiencing. Seen from this point of view, 
the voluntary restraint agreement, because it is limited to one or a few 
countries, is less effective than unilateral quotas. It does, however, have 
the additional advantage of clearly identifying a few countries practising 
it and accusing them of being the source of the industrial problem. 
Restraints are essentially directed toward countries where wages are 
much lower than those in the importing country; they reflect the ““moral”’ 
judgment of the population and its political leaders, namely that the 
foreign competition is “unfair” (Cable, 1983). It comes then as no 
surprise that voluntary restraint agreements are highly accepted by the 
population. A clear majority of Canadians and Americans approve, to 
varying degrees, of restrictions on imports of Japanese cars (Decima 
Quarterly Report, Fall 1982, question 515; Public Opinion, vol. 8, 
April-May 1985, p. 30). Similarly, a survey of business leaders con- 
ducted by the Conference Board of Canada (Adamek, 1984) revealed that 
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voluntary restraints were the only measure they wished to see utilized 
more often. 

However, if the “specialists” are consulted, the point of view is quite 
different. They are nearly unanimous in opposing this type of interven- 
tion, whether they are proponents or opponents of a vigorous industrial 
policy. This is because quotas are seen as having considerable adverse 
effects. Tyson and Zysman (1983, p. 53) summarize these effects quite 
well: 


OMAs [orderly market adjustments] tend to have three main consequences. 
The first is well understood: the restriction of imports from one country 
encourages new producers to spring up quickly in other places. The second 
is even more serious: if one limits the volume of imports, it is in the interest 
of foreign producers to move into higher value goods to achieve the largest 
possible value of total sales. Finally, foreign producers may alter the com- 
position of the goods they produce to escape the quantitative limits on 
certain imports. 


Moreover, quotas are a very costly measure. Jenkins (1980) estimated 
that quotas in clothing cost Canadian consumers nearly $200 million in 
1979, an amount equivalent to a subsidy of $33,000 for each job saved. 
U.S. restrictions on Japanese automobiles apparently raised the price of 
imported cars by over $1,000, and the price of domestic cars by around 
$400 (Maskus, 1984; Crandall, 1984). The cost per job saved in 1983 
would be in the order of $160,000 (Crandall, 1984). 

The economic cost of quotas is thus enormous. It is possible that the 
cost has low visibility and is underestimated by the population. How- 
ever, it is hard to see how governments could give up use of this 
instrument, since safeguarding jobs is a prime objective of industrial 
policy: 


safeguard clauses are accepted by most observers of international commer- 
cial diplomacy — even the most liberal — as an essential pre-condition of 
obtaining liberalizing trade agreements. Behind this acceptance lies the idea 
that an unduly rapid contraction of a domestic industry due to imports is 
politically embarrassing and socially costly. . . . It is believed that govern- 
ments will not commit themselves to liberalization unless they are assured 
that they can avoid such costs should they arise. (Hindley, 1980, pp. 315—16) 


Another indicator of the political necessity of voluntary restraint agree- 
ments is the fact they are largely tolerated even though they contravene 
the fundamental GATT principle that any safeguard measure should be 
multilateral and not make distinctions between countries (Merciai, 1981; 
Lipson, 1983). This complicity is easily explained: 


the complicity which exists between governments when one of them is 
forced to take unpopular trade measures because it has a domestic problem 
on its hands. All governments know what it is to be subject to such pres- 
sures, and they are usually prepared to be indulgent with each other because 
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they do not know when they will be forced to ask for sympathy and 
understanding themselves. (Curzon and Curzon, 1976, p. 222) 


It is also important to emphasize the temporary character of voluntary 
restraints. Critics maintain that they have a tendency to stretch out 
unduly, or even indefinitely (Aggarwal, 1983). This is undoubtedly the 
case in textiles. In other sectors, however, even if restraints are often 
extended, they are destined to end fairly quickly, more quickly at any 
rate than programs of direct financial assistance (Faucher et al., 1985; 
Blais, Faucher and Young, 1983). Restraints are thus a relatively flexible 
instrument of intervention. 

In sum, management of industrial decline is the most important, and 
also the most delicate, issue in industrial policy. In practice, govern- 
ments give priority to this question, hence reflecting the general concern 
among citizens for stability and jobs. The predominant strategy consists 
of preventing the decline in employment from taking place too abruptly. 
One instrument particularly used for this purpose is the voluntary 
restraint agreement. Such agreements include substantial benefits, but 
are very costly. It would appear that politicians make only moderate use 
of them. When unemployment is high, when foreign competition seems 
“unfair,” and penetration by imports becomes too strong, restraint 
agreements are a weapon that can be resorted to, but only temporarily 
and for a limited number of commodities. 


Regional Development 


Industrial policy is also strongly directed toward regional development. 
The traditional formula is the subsidy to investment, where the rate is 
typically 25 percent, intended for investments in designated regions, 
which usually include a third of the population (Yuill, Allen and Hull, 
1980). In recent years there has been a tendency to add subsidies for 
hiring (McKersie and Sengenberger, 1983, p. 99). It was during the 1960s 
that aid for regional development truly grew. Yuill, Allen and Hull (1980, 
p. 219) describe the period this way: 


In sum, the second phase of policy — what could be termed the heyday of 
regional policy — saw the introduction of increasingly valuable incentives 
and of a wider range of incentive types. It was, moreover, a period of great 
innovation and experimentation, reflected not only in the constant chopping 
and changing found in many countries, but also in attempts to target policy 
in a very specific manner through highly discriminatory schemes... . 


The predominant trend in the 1970s appears to have been the status quo, 
as the major programs were hardly modified (ibid., p. 221). 

Moreover, aid to declining industries often has a strong regional 
component as well. Miles (1976), for example, notes that in Britain the 
footwear industry is much less supported by the state than is the textile 
industry. Yet the two industries face similar problems. The footwear 
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industry, however, is characterized by being much more scattered 
throughout the country than ts the textile industry. Similarly, the 
favoured treatment enjoyed by shipbuilding in nearly every country is 
explained in large part by its geographical concentration. As de Closets 
notes (1982, p. 243), in France “if shipbuilding had been broken up into 
thousands of small and medium-sized enterprises located all over the 
country, it would no doubt have collapsed and not have received the 
assistance of public funds” [translation]. Lavergne’s data (1983) indicate 
that, in the United States, industry located in rural areas and whose 
survival is even more essential to the area in which it is established has 
seen its tariffs reduced less rapidly than has industry located in urban 
areas. It is often on a regional basis that political mobilization in favour 
of an industry emerges. In steelmaking in the United States, “‘in addition 
to industry and labor activity, the pressure came from a newly created 
Steel Communities Coalition composed of public officials representing 
two dozen communities in traditional steel working areas” (Walters, 
1982, p. 112). 

Why is this so? An initial observation appears necessary, and that is 
the great legitimacy of regional development as a target of government 
intervention. In Europe, 79 percent of the population agree to contrib- 
ute through taxes to the development of disadvantaged regions (Urich, 
1983, Appendix 7). Similarly, 83 percent of Canadians feel that the fed- 
eral government should concentrate its efforts on disadvantaged regions 
(Decima Quarterly Report, 1981-83, question 375). Thus there is a desire 
that the government have a regional policy. 

If such a desire exists, it is because people’s attachment to their 
immediate surroundings is very strong. In Europe, more people identify 
with their community than with their country (Urich, 1983, Appendix 9). 
In the United States, most people, especially in rural areas, do not want 
to move away from the community in which they live (Campbell et al., 
1976, pp. 260-61). Consequently, “despite the shortcomings that can be 
found in almost every situation, most of us are at least moderately 
satisfied with our communities, our neighbourhoods, and our dwelling 
units, and we change our location only with reluctance and under 
pressure of circumstances” (Campbell, 1981, p. 159). In Canada, attach- 
ment to one’s region is a widespread feeling, and attachment to one’s 
province is practically as great as to the country (Johnston, 1985). 

To talk about regional development presupposes that there is a 
regional “problem.” The problem is defined essentially in terms of jobs 
(Ashcroft, 1980, p. 19). It lies in the fact that one of the solutions sug- 
gested to resolve the serious problem of regional unemployment, namely 
the migration of workers to parts of the country where the job outlook is 
more attractive, is unacceptable because of the strength of attachment to 
the community. The only option remaining is to encourage firms to 
migrate to where the workers are. 

What is the real impact of incentives to investment? This question is 
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the cause of much debate. It is a matter of determining the extent to 
which incentives in fact influence decision making by a firm; if the firm 
would have invested without the incentives, there is really no additional 
benefit. In Canada, studies based on interviews suggest that the rate of 
additional benefit is between 30 and 80 percent (Economic Council of 
Canada, 1977). In addition, creation of the Department of Regional 
Economic Expansion coincided with a shrinking by one percent of the 
gap between the unemployment rate in the Atlantic provinces and the 
rate for all of Canada (ibid., p. 168). Of course, it is not certain that DREE 
policies were entirely responsible for this situation (Usher, 1983), but the 
data tend at any rate to confirm the hypothesis of a not inconsiderable 
impact. This led the Economic Council to conclude (ibid., p. 172): 


The RDIA part of DREE expenditures does seem to work, in the sense that 
enough firms are encouraged to relocate by the grants to cause national 
output to be higher than otherwise, as a result of making use of labour that 
would otherwise be unemployed. 


This conclusion, it seems, should apply to all countries. Ashcroft’s 
summary (1980, p. 102) of econometric studies of the impact of regional 
incentives in six European countries is the following: 


A summary of some of the key results suggested that regional policies had 
induced 13.6 percent of assisted investments in the GA areas of Germany, 
16.0 percent of total investment in the Northern Region of the Netherlands 
and 20.0 percent of total investment in the three main DA regions of the 
United Kingdom. For employment, it appeared that regional policies had 
raised employment by 1.26, 1.23 and 1.19 jobs per annum per thousand of the 
population in respectively the GA areas of Germany, the Designated Areas 
of Ireland and the four main DA regions of the United Kingdom. In Denmark 
and Belgium, no quantitative studies of the effects of policy were available. 
However, for Denmark, one study could be interpreted as indicating that 
0.79 jobs per annum per thousand of the population had been created by 
regional policy in that land. In Belgium, there was evidence that suggested a 
redistribution of investment in favour of the assisted areas. 


Ashcroft concludes that “the effect appears to be substantial” (p. 53). In 
the same vein, an OECD study (1983c) estimates that, in general, incen- 
tives to investments influence investment decisions very little, but that 
their impact on the place of investment, within a given large economic 
region, is greater. The OECD study seems to indicate as well that this 
impact has been growing in recent years. 

The fact that regional incentives are aimed at investment rather than 
employment is often presented as an inconsistency. Woodward’s argu- 
ment (1974, p. 173) is a traditional one in this regard: 


the capital bias of DREE’s maximum-incentive formula, of the constraint 
affecting most industries and of the majority of offers is inconsistent with the 
department’s primary objective — employment. The inconsistency occurs 
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because a capital bias implies that the designated regions’ extra employment 
attributable to the grant program is less, and investment more, than would 
have occurred if the incentives had been neutral or labour biased. 


The strategy of government may not, however, be as illogical as it seems 
at first glance. Although governments are primarily concerned withjobs, 
they must rely on private enterprise to create those jobs. But company 
executives think in terms of investment, not in terms of jobs, and 
governments must take this logic into account in seeking to influence 
their decisions. This would explain the fact that incentive bonuses for 
job creation seem to be less effective than incentives to investment. 
They are less attractive to employers, who take less advantage of them 
than they might (OECD, 1982b), and the budget cost per job tends to be 
high (McKersie and Sengenberger, 1983). Also, “there is no satisfactory 
evidence that policy has induced firms to substitute the factor subsidized 
for a non-subsidized factor” (Ashcroft, 1980, p. 104). 

Why then do governments resort to subsidies rather than to other 
forms of aid, such as tax allowances? It is because they are anxious to 
demonstrate that they are acting in favour of regional development, and 
are keenly concerned with the visibility of their interventions. Subsidies 
to specific firms are of great interest in this regard (McAllister, 1982, 
p. 52; Lewis, 1984, p. 144). A minister or MP may announce that the 
government is giving a subsidy toward the establishment of a firm in a 
given locality. The political dividends of such a measure are probably 
overestimated. Some studies indicate, in fact, that the electoral impact 
of very selective interventions is rather marginal. Agricultural policy, for 
example, is often decried for its vote-getting character. Systematic anal- 
ysis of the effect of agricultural policy on election results in Quebec, 
however, leads to the conclusion that the effect is weak, and that the 
government’s popularity is more dependent on the overall situation of 
agriculture and its short-term fluctuations (Blais, 1978). Similarly, a 
study of the distribution of facilities in London and New York indicates 
that this distribution influences voting at the next election very little 
(Glassberg, 1973). This does not mean this aspect of the question can be 
disregarded. It is in the politicians’ interest that their interventions in 
regional policy be publicized. But it is the visibility of the result, thatis,a 
change in the unemployment rate in a given area, that counts the most 
(Blais, 1986, chap. 4). 


Technology 


While the state is concerned first with “losers,” it still does not overlook 
‘winners.’ Nearly all governments have set up incentive programs for 
industrial innovation (OECD, 1978b). In data processing, governments 
tend to make their purchases from domestic producers only (Blais, 1986, 
chap. 1). Research and development enjoy special tax treatment: R&D 
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expenditures may generally be depreciated over a short period of time, 
sometimes in the same year in which they are made; to this are added 
special deductions and tax credits on the level of or increase in expen- 
ditures compared to a given previous period (McFetridge and Warda, 
1983). 

The interest in technology may appear quite well founded, given that 
technological capacity is considered today as one of the main engines of 
economic growth (Economic Council of Canada, 1983). The role played 
by the creation and dissemination of technology, and the place of the 
state in the process, give rise to no less lively a debate. Assistance to 
research and development is usually justified by maintaining that the 
collective rate of return on applied research is higher than the private 
rate (ibid., p. 40). Thus there is apparently an “externality” that would 
legitimize government intervention to promote this type of activity. In an 
international perspective, by contrast, where technology may be dis- 
seminated at low cost, it could just as well be argued that a given country, 
especially a small country, has a greater interest in benefiting from 
technological innovation designed elsewhere (McFetridge and Warda, 
1983, p. 91). 

There is another argument in support of a vigorous government policy 
in technological innovation: the Schumpeterian thesis concerning barri- 
ers to entry, and, more particularly, the opinion that technological 
competition has an irreversible character and favours those who inno- 
vate, success necessarily begetting more success (Harris, 1985). Data in 
this regard are often contradictory, however. Thus it is that Kamien and 
Schwarts (1982, p. 75), while acknowledging that some studies seem to 
confirm the hypothesis according to which success leads to success, 
add: ‘“‘there is also some evidence that ‘success begets failure’. Either 
initial success leads to complacency or the successful firm is not as 
hungry as the newcomer, or the behaviour that led to the first success is 
maintained until it becomes obsolete in a changing environment.” 

Governments have not waited for the debate to be resolved before 
intervening. The underlying logic seems to have been the following: in 
the 1960s, at a time when states agreed to play the international competi- 
tion game and when, as a consequence, each state began to compare its 
production structure to that of others, a profound feeling of insecurity 
emerged in many countries. The United States quickly appeared as both 
a reference point and a threat. The symbolic impact of the American 
challenge, especially during the 1960s and even today, cannot be over- 
emphasized. The presence of an economic giant at the forefront of 
technological development leaves hardly any choice for the govern- 
ments of other countries: they must do something in order not to be 
swallowed up by the U.S. power. Zysman (1977, p. 143) is very clear on 
_this point. In France, “simple insecurity was at the bottom of the 
technology gap debate.” Warnecke (1978, p. 9) also points out this 
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emulation effect: “the industries [governments] wish to emulate at home 
are frequently those they believe enhance other nations’ political and 
economic power.” At atime when international competition is becoming 
keener, and technology seems to be called upon to play an increasingly 
important role, governments wish to ensure, at the very least, that the 
country’s industry does not find itself suddenly outclassed by foreign 
producers. 

On the economic level, one may at least doubt the relevance of sucha 
strategy. The advantages associated with high-tech industries in the 
early 1960s have quickly vanished: “‘the differential between the high 
returns in technologically advanced industries and the earnings of others 
disappeared between 1965 and 1970” (Bergsten et al., 1978, p. 266). 
While all governments “have to some extent made attempts to discover 
which industries are likely to become winners” (George, 1983, p. 41), the 
exercise is no less delicate, inasmuch as elements of “success” change 
with time. Similarly, countries that have invested most in research and 
development have not experienced higher growth rates: “statistically, in 
fact, there is a weak negative association, i.e. the countries who have 
devoted an above-average share of the output to research and develop- 
ment have, if anything, experienced below-average rates of growth” 
(Norris and Vaizey, 1973, p. 123). Whatever the case may be, only with 
difficulty can governments resist the temptation to intervene in tech- 
nological innovation, because of the high degree of uncertainty that 
prevails. Technological expansion being what it is, governments are 
concerned with the eventuality that a particular innovation may endan- 
ger an entire domestic production sector, especially in a context of trade 
liberalization. 

Governments are also motivated by the prestige associated with high 
technology: 


computers have come to symbolize the essential power of the second 
industrial revolution; and the efforts . . . to preserve a national computer 
industry in the face of immense technological and economic odds are not so 
much a fight against the apparent rationality of industrial specialization as 
an attempt to retain some form of real power by preserving the symbol of 
power. (Norris and Vaizey, 1973, p. 195) 


In addition, since the concern with prestige is greater in large countries 
likely to compare themselves to the United States, it should not be 
surprising that “the drive for an independent computer industry 1s 
closely linked with a country’s size” (ibid., p. 202). 

Such preoccupations are not confined to the elites. Eighty percent of 
Canadians wish the federal government to invest large amounts of 
money in the development of new technology (Decima Quarterly Report, 
1981-83, question 373). Research and development are highly regarded 
in modern society, as is indicated by the high social status of researchers 
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(Hodge, Siegel and Rossi, 1966; Treiman, 1977). Research and innovation 
are seen as worthwhile objectives in themselves. Collectively, a society 
needs to see itself as having a degree of excellence. The pride aroused by 
the exploits of a nation’s athletes at the Olympics demonstrates this. A 
government, then, may only with difficulty allow itself not to have a 
policy on technology. 

The desire to see the government intervene vigorously in the field of 
technology is generally expressed by organizations made up of scientists 
and technologists. In Canada, the Science Council has become the chief 
proponent of this option. This should not be surprising, since “the main 
beneficiaries of research and development aimed at producing signifi- 
cant technical advances are likely to be scientists in the jobs thereby 
created” (Daly and Globerman, 1976, p. 6). While it appears plausible 
that researchers may not be impartial actors, their real influence is still 
doubtful, especially in comparison with that of the industrial com- 
munity. As we have just seen, the desire to see the government act is far 
from being limited to this group alone. 

Intervention by the state in technology has two major components: on 
the one hand, general incentives to research and development, espe- 
cially through taxation, and, on the other, special measures directed 
toward specific projects. All indications are that the first strategy is 
increasingly favoured by the state (Blais, 1986, chap. 4). However, the 
emphasis placed on research and development is debatable, to say the 
least (Mansfield, 1985). R&D is an activity that lends itself easily to 
quantification, and it is statistics on amounts allocated to R&D that are 
most often cited in discussing technology. In Canada, the low level of 
total expenditure on R&D and the meagre contribution of multinationals 
to this activity are at the forefront of the debate now taking place on 
industrial policy (chap. 2 of this volume). If it is in the interests of 
governments to appear to be keenly interested in seeing technology 
develop, they must make or encourage sufficient expenditures in this 
sector. It is not surprising that the Canadian tax system is generous in 
this regard (McFetridge and Warda, 1983), since Canada’s performance 
is very poor (Bernstein, 1985, Table 1-1). Pressure being exerted to have 
the government correct this “anomaly” is very strong as a result. 

Governments would be ill advised to resist this pressure, since there is 
every reason to believe that incentives are beneficial. Studies on the 
impact of tax incentives indicate they in fact contribute to an increase in 
research and development, although the cost (tax loss) is fairly high 
(Mansfield, 1985; McFetridge, 1977). In addition, research and develop- 
ment seem to drive up the number of patents, the most common indica- 
tor of innovation (McFetridge, 1977). 

Governments have especially observed that it is in their interest to 
adopt the least selective approach possible, as the technology sector is 
probably where industrial policy has experienced its most resounding 
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failures. Wescott (1983, p. 112) reports that “the return from research and 
development tends to be lower in those fields where much of it is 
supported by the U.S. government.”’ Zysman’s study (1977) on data 
processing in France shows how government intervention has had the 
effect of weakening the trade position of firms that depended on public 
assistance. Ilgen’s analysis (1983, p. 680) on the chemical industry con- 
cludes that ‘“‘an industry that relies on innovation as its engine of growth 
needs a setting where individuals and firms have maximum freedom to 
pursue their innovative instincts.” If, in practice, commercial failures 
like the Concorde are the rule rather than the exception, one can only 
agree with Trebilcock (1986) when he states that general incentive mea- 
sures represent the best economic policy toward industrial R&D attaina- 
ble in our political system, and with Mansfield (1985), for whom the 
available indices suggest “that governments seem to be most successful 
in stimulating civilian technology when they emphasize relatively broad 
policies rather than attempting to make detailed decisions concerning 
which specific designs and types of commercial products should be 
developed and at what pace.”’ 

This seems to be the conclusion gradually being reached by most 
governments. Of course, assistance for given branches of industry or 
specific projects will not be abolished overnight. But the infatuation with 
national champions is much less evident. There seems to be a learning 
process taking place, with governments refocussing their efforts in order 
to correct past mistakes, especially the more glaring ones. In a field 
where the risks are so high, it is not at all in their interest to be closely 
associated with any project whatsoever, since they have much more to 
lose from a miserable failure than they have to gain from a noticeable 
SUCCESS. 


Business Size 


On the whole, government intervention does not systematically benefit 
either large or small enterprise. There are, however, exceptions to the 
rule. Thus more direct financial assistance goes to large enterprise 
(Blais, 1986, chap. 1). This situation, however, is in large part the indirect 
consequence of measures that are not based on the size of the firm. For 
example, national security concerns lead governments to favour the 
defence industry, a highly concentrated industry; thus, large firms find 
themselves at an advantage, even though this is not the prime objective 
of government intervention. At the other end, agriculture is the most 
highly subsidized industrial sector, and the sector in which family busi- 
nesses still predominate. In this industry, governments have manifestly 
not encouraged concentration (Leanos, 1984). 

The shutdown of a large firm, or the risk of shutdown, is of greater 
concern to governments than the shutdown of a small firm, as the impact 
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on regional unemployment is much more substantial. Governments 
worry about the decline of small establishments only if they are concen- 
trated in a given area. Large firms are thus more likely to be “saved” 
than are small firms. As Hager emphasizes (1982), while it is true that 
more assistance is given to large firms, those favoured are “the worst 
performers among them” (p. 244). This preference is not the result of 
indulgence on the part of political leaders toward big capital. It is 
dictated by the concern with preventing disequilibrium in the regional 
economy as the result of a large firm’s demise. By contrast, it 1s the large 
firm that is most often nationalized (Blais and Faucher, 1981), usually 
against its wishes. 

Governments in fact have no interest in creating the impression of 
unduly favouring big business. It is politically unfeasible for them to 
defend big capital openly: 


the decision-makers are extremely anxious to avoid any suggestion that 
they favour large firms over small ones: they are, of course, painfully aware 
that rival politicians and the mass media are always ready to pounce upon 
even the slightest hint of an instance of favoritism. (Braam, 1981, p. 264) 


Even the Conservative party in Britain “has to appeal to a broad elec- 
toral base and too close an identification with big business might run 
counter to the populist suspicion of ‘bigness’ among many of the voters 
likely to support the Conservatives” (Grant, 1980, p. 151). 

As in the tale of David and Goliath, virtue is on the side of the little 
guy, and wrong on the side of the big guy. Small business does not miss 
its chance to exploit this belief fully. It likes to be seen as the true 
representative of genuine capitalism, often given a rough ride by the 
unfair activities of high finance and large industrialists. In the United 
States, the data in this regard are clear: 


Big corporations were given highly favourable rating by 10—16 per cent, 
while the percentages having such positive feelings about small business 
companies ranged from 35 to 41 per cent. About one third of the respon- 
dents . . . gave big business either not too favourable or unfavourable rat- 
ings, compared to the one twentieth who evaluated small companies in a 
negative light. (Lipset and Schneider, 1983, pp. 81-82) 


Obviously, this has not prevented governments from slightly favouring 
large business, showing there are limits to ideology. But neither can the 
gap between talk and action be too large. The very fact that in certain 
respects large business is at an advantage has forced governments to set 
up programs specifically for small business. Financing assistance for 
small businesses represents a particularly interesting case. All available 
data indicate that the economic rationality of such aid is doubtful: 


small businesses are not treated in a substantially different fashion than are 
larger firms. Small businesses, in fact, receive more favourable treatment by 
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the banks in terms of the amount of financing obtained, the loan conditions 
imposed on the business and the time taken by the banks to reach a decision. 
(Hatch et al., 1982, p. 8) 


The political calculation seems to be the following: on the one hand, the 
government must show it is interested in the fate of small business; on 
the other hand, credit is a relatively inexpensive form of aid. In 1979 in 
Canada, the treasury cost of loans from the Federal Business Develop- 
ment Bank was only $20 million, and the cost of guarantees under the 
Small Businesses Loans Act only $1.5 million (Economic Council of 
Canada, 1982, p. 140, Table A-2, and p. 142, Table A-4). Also, the under- 
lying mistrust of banks (Facsym Research Limited, 1981) justifies the 
government’s intervention in this area of activity. According to this 
analysis, the guarantee is apparently less costly and more advantageous 
than the loan. For a given budget, guarantees enable the government to 
come to the aid of a greater number of firms. 

The search for neutrality with respect to the size of enterprise has not 
always been so fashionable. During the 1960s, several European govern- 
ments seemed to have a fondness for big business: “there has been 
a... tendency to use large national enterprises in an effort to solve 
specific problems as if they were agencies of the state” (Vernon, 1974, 
p. 3). Thus, governments encouraged mergers (Blais and Faucher, 1981). 
This attitude was based on the idea that trade liberalization, by broaden- 
ing markets, would increase economies of scale, and thereby put large 
business in a better position to benefit from the new situation. As it is 
essentially large firms that export (Galbraith, 1984, Table 1), the analysis 
appears plausible. In practice, however, mergers did not produce the 
expected effects (Blair, 1972, pp. 185-95), and the strategy was gradually 
abandoned. 

There seem to be two lessons to be drawn from this episode. First, it is 
difficult for governments to predict what the industrial organization of 
the future will be and to adopt the measures most likely to favour that 
organization (George, 1983). In this case in particular, all indications are 
that governments have underestimated both the enormous transition 
difficulties posed by mergers and the weight of centrifugal forces creat- 
ing diseconomies of scale (Blair, 1972, Part 2). Second, the fact that the 
strategy was abandoned demonstrates that governments are capable of 
correcting at least some of the mistakes they make along the way. 

The hopes placed in large business have quickly faded: “the ‘merger 
mania’ of the late 1960s has now been replaced by a fashionable belief 
that small firms are the key to economic revival” (Grant, 1982, p. 32). 
The OECD (1983b) notes a trend since the mid-1970s toward giving 
special consideration to measures in favour of small firms. Some now 
proclaim that it is dynamic small firms that create jobs. In Canada, 
establishments with fewer than 50 employees were responsible for 
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nearly 90 percent of net job creation in the manufacturing sector from 
1971 to 1981 (Blais, 1986, Table 33). In the United States, establishments 
with fewer than 20 employees created two-thirds of new jobs from 1969 to 
1976, and those with fewer than 100 employees about 80 percent (Birch, 
1981). 

It is important, however, to place things in perspective. On the one 
hand, small establishments are more likely than large ones to close their 
doors (Blais, 1986, Table 33), so that jobs in these establishments are less 
stable. On the other hand, the picture is somewhat different when we 
examine the data concerning firms rather than establishments. In the 
United States, at any rate, ‘“‘a significant portion of the growing small 
establishments are branches or subsidiaries of large firms” (Armington 
and Odle, 1982, p. 14). From 1978 to 1982, establishments with fewer than 
100 employees created 78 percent of jobs, but the majority of those jobs 
came from firms having several establishments; the share of firms having 
fewer than 100 employees was only 34 percent. In sum, small establish- 
ments had the advantage of creating more jobs, and the disadvantage of 
offering less stable jobs. Small firms had the same disadvantage, but 
without the same advantage. While governments have no interest in 
openly favouring large business, neither is it in their interest to go in the 
opposite direction. 


Foreign Capital 


The treatment of foreign capital is one of the major issues in industrial 
policy. Only one dimension of this issue, namely, regulation of foreign 
investment, will be examined here. Mytelka’s study (chap. 4 of this 
volume) indicates that: 


¢ in nearly half the OECD countries, foreign investment is normally 
subject to formal authorization; by contrast, regulation is rarely in an 
act bearing specifically on foreign investment, and only in Canada and 
Australia have screening agencies been set up; 

¢ infour countries — the United States, the United Kingdom, Italy and 
West Germany (OECD, 1982a, also mentions the Netherlands and 
Switzerland) — there is no formal authorization procedure, although 
other policies may sometimes have the same effect; and 

* in several countries, authorization is required only in special circum- 
stances (acquisitions, investment over a certain amount, etc.). 


It is obviously important to assess the real scope of these regulations. On 
this point the existing studies are not very enlightening. We learn little 
about the concrete application of policies. Governments, for their part, 
stress the liberal character of the measures adopted (OECD, 1975, 
p. 128). We are led to believe that this corresponds to the facts, and that 
regulation is on the whole flexible. The predominant policy would thus 
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appear to be “open-door,” with governments reserving the right to 
intervene if necessary. Also, according to Mytelka’s study, a number of 
sectors, in particular public services, transportation and communica- 
tions, and financial institutions, are more or less closed to foreign 
investment. Regulation in these areas is more often implicit than 
explicit, since the most frequent obstacle is the formation of public 
monopolies. 

As in the case of the development of technology, insecurity seems to 
be at the root of government intervention. Even though governments 
have a favourable bias toward investors, whatever their nationality, they 
see multinationals as a threat to which they feel very vulnerable (Black 
et al., 1982; Graham, 1982). The anxiety is primarily because of the power 
of the multinationals, a power that derives from their high mobility 
(Marsh, chap. 3 of this volume). Also the question arises as to whether 
multinationals show more favour to the economic development of their 
country of origin or to that of the host country. In this regard, centraliza- 
tion of research and development in the country of origin (Rugman, 1981; 
Economic Council of Canada, 1983) is a constant concern of govern- 
ments. Although foreign investment seems to benefit the country of 
origin and the host country equally (Bergsten et al., 1978), itis a source of 
tension. 

Consequently, multinational firms inspire a great deal of mistrust. 
Multinationals are one of the institutions Canadians trust the least. Only 
unions are seen in a more negative way. Public opinion of multinationals 
is even less favourable than of the federal government and the public 
service (Johnston, 1986). Multinationals have the double drawback of 
being both large and foreign (on mistrust of large institutions, see Lipset 
and Schneider, 1983; and Blais, 1986, chap. 3). The attitude of the elites is 
more moderate, the predominant trend being “‘a moderately favourable 
overall appraisal” (Fayerweather, 1982, p. 4), but “always simmering 
behind the surface are basic nationalistic views” (ibid., p. 18). 

This wariness of multinationals makes regulation of foreign invest- 
ment reasonably attractive. In fact, 60 percent of Canadians say they are 
favourable, in principle, to screening of foreign investment (Decima 
Quarterly Report, 1980-83, question 208). The same attitude is found 
among executives (Sales, 1983, Table 9, p. 34). But, as Johnston empha- 
sizes (1985), support for screening is quite timid. More than half the 
people in favour were so only on condition that screening not reduce 
employment (Decima Quarterly Report, 1980-83, question 209). Since 
job creation is seen as the principal advantage of foreign investment 
(Murray and LeDuc, 1982, Table 10.2, p. 233), and since the majority of 
Canadians feel a reduction in this investment would cause a decrease in 
employment (Johnston, 1985), it can only be concluded that “‘support for 
nationalist measures seems shallow” (ibid., chap. 5). 

Thus it can be easily understood that the predominant strategy is one 
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of cautious openness. Governments depend on foreign investment for 
job creation, but also see it as a threat calling for vigilance. They are 
similar to ‘‘a fairly constant proportion of the Canadian pub- 
lic . . . waiting and watching, not seeing foreign investment as an imme- 
diate problem to be dealt with but rather as one that might become more 
serious over time” (Murray and LeDuc, 1982, p. 226). 

Another strategy consists of setting up an agency whose purpose Is to 
orient foreign investment in the national interest. Only in Canada and 
Australia, the two countries where foreign firms seem to be most in 
evidence (Mytelka, chap. 4 of this volume, Tables 4-3 and 4-4), has this 
strategy been adopted. It is an ambitious wager. The government aims to 
negotiate investment conditions, cause business to do more research 

_and development in the country, make more use of national suppliers, 
export in larger quantity, grant world production rights, and so on. The 
risk, of course, is that of driving out foreign firms who do not wish to 
have such conditions imposed on them. There Is yet another possibility, 
which is that firms “yield” to conditions that they would have accepted 
anyway (Usher, 1983). The strategy assumes that governments have a 
certain margin of manoeuvre available to them, either because the firms 
targeted are not completely mobile, or because the decision to invest is 
made on the basis of other criteria, the market in particular, which 
clearly favour a given country already. 

To my knowledge, no econometric research has been done to measure 
the impact of government regulation. The only data available are too 
specific or fragmentary. Case studies indicate that certain multinationals 
sometimes make sizable concessions, while others are intransigent and 
wish to preserve their management autonomy at any cost (Doz and 
Prahalad, 1980). Itis nearly impossible to establish the relative frequency 
of the two kinds of reaction. 

In Canada, two studies question the benefits government intervention 
may bring about in this area. The survey by Bonin and Perron (1984, 
pp. 16—17) on world production rights in Quebec concluded: 


The role of governments in obtaining rights is deemed negligible. . . . The 
hypothesis to the effect that obtaining world or regional rights will translate 
into an increase in the margin of autonomy enjoyed by the Canadian branch 
plant was not confirmed by our research. [Translation] 


Similarly, Crookell’s study (1985) on major appliances reveals that inter- 
ventions by the Foreign Investment Review Agency sometimes yielded 
results opposite to those intended. This is what seems to have happened 
following the Canadian government’s refusal to authorize the takeover of 
Camco by Canadian General Electric: 


The objective in blocking the CGE takeover of GSW has not been achieved. 
Ironically, CGE may be pleased. . . . Under its original proposal, rejected 
by FIRA, CGE would have paid GSW $21.6 million and would then have had 
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to find additional funds for modernizing Camco. Under the new, apparently 
acceptable, format, CGE receives a dividend from Camco of $780,000 plus 
$7.2 million from the proceeds of sale of 900,000 shares, and acquires 
majority voting control. . . . CGE may well prefer this new arrangement to 
the costly takeover rejected by FIRA. 


The impact of regulation on the flows of investment is not much easier to 
assess. According to Safarian (1983, p. 82), “countries which experiment 
with what are considered to be significantly restrictive policies do tend 
to lose with such flows, and vice versa.” On the other hand, Mytelka’s 
analysis (chap. 4 of this volume) “reveals absolutely no correlation 
between regulation and reduction in new foreign investment in either 
Australia or France.” Without econometric studies, it is quite difficult to 
draw a conclusion one way or the other. A survey by the Conference 
Board of Canada (McDowall, 1984; Beckman, 1984) seems to indicate 
that regulation may have had negative effects among ten percent of 
potential investors. This concurs with an OECD study (1983c), which 
concludes that obstacles to investment have an impact, but a moderate 
one. 

If governments thus run the risk, however small, of losing invest- 
ments, they are unwilling to put systematic regulation in place. The 
Canadian case Is interesting in this regard. The fact that half of Canadian 
manufacturing production comes from foreign firms can only encourage 
political leaders to want to exercise some control over foreign invest- 
ment. The concern is much less intense, however, when high unemploy- 
ment makes job creation the most important issue; it is in periods of 
prosperity that nationalism is healthiest (Murray and LeDuc, 1982). 
Recession apparently has the effect of accentuating protectionism 
against foreign production, but weakening protectionism against foreign 
investment. 


Conclusion 


Industrial policy during the past forty years has been characterized 
essentially by the trade liberalization movement, counterbalanced by a 
whole series of measures intended to slow the decline of industries, firms 
or regions in difficulty. This strategy may be regarded as the one most 
appropriate, since it reconciles the public’s desire to see a happy mar- 
riage between progress and stability. While the market economy is likely 
to ensure growth, it also brings with it disequilibria (Offe and Ronge, 
1975), disequilibria that the state seeks, with some degree of success, to 
alleviate (Montmarquette, 1981; Alt and Chrystal, 1983; McCallum and 
Blais, 1985). A society that feels it is progressing, even if not to the 
maximum extent, avoiding major upheavals, is likely to be relatively 
satisfied. The political system thereby achieves the output desired by the 
majority of its citizens. 


Blais 41 


On the whole, then, our assessment of industrial policy is positive. 
Questions may be raised, of course, as to the relevance of many govern- 
ment measures; I shall return to this point later in this section. All things 
considered, however, governments handle matters not too badly. 

The good performance of governments would seem to be explained 
primarily by the constraints to which they are subject. To the extent that 
politicians are particularly preoccupied with getting reelected, and to the 
extent that reelection depends in large part on the performance of the 
economy, they have every interest in seeing that their interventions 
promote stable growth of the economy. For this reason, analysis that 
suggests a strong opposition between economic rationality and political 
rationality (Trebilcock, 1986) seems misleading. As long as economic 
rationality encompasses an objective such as stability, as long as it is 
admitted that employment is more highly valued than income, as long as 
it is accepted that compromises must be made between growth, stability 
and full employment,!° the two rationalities will be more convergent 
than divergent. This interlocking of economic and political logic has 
tended to become more pronounced because of the growing importance 
given to the economy by the media (Mosley, 1984). Consequently, the 
electoral calculation made by governments leads them to a concern with 
the economic efficiency (in the broad sense of the term) of their policies. 

We have also observed that politicians have had a favourable bias 
toward free trade, and have resisted protectionist pressure up to a point. 
If this is so, it is doubtless because free trade is seen as being in line with 
the national interest. As Bauer et al. note (1972, pp. 397-98), “‘an image 
of the general interest which was diffused through myriad channels of 
mass media and citizen discussion promised in the end to triumph over 
rear-guard actions by even the cleverest of pressure groups.” The 
national interest is obviously a fuzzy concept, concealing social con- 
flicts that are at the very heart of the political dynamic. The rule whereby 
the state is a guarantor of the national interest is no less a principle to 
which politicians all adhere, and which influences their behaviour to a 
certain extent (Krasner, 1978). To the degree that politicians keep in mind 
what history will say about them,!! they must create the impression of 
being motivated by noble ideals. The need to follow this rule is especially 
strong inasmuch as politicians are called upon to maintain relations with 
representatives of other countries, thereby making them even more 
aware of the advantages of international trade;! it is through this formal 
and informal communication that the legitimacy of an “international 
system” is established (Krasner, 1983). 

Even though the overall direction of industrial policy seems to be 
nearly optimal, it does not necessarily follow that all existing measures 
are satisfactory. According to the analysis of government intervention 
presented here, governments are more justified in managing industrial 
decline than in promoting innovation. Of course, citizens wish to see 
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government intervene to support technological development, and gov- 
ernments cannot completely stand aside from this sector. Governments 
have also learned to adopt less selective measures which generally prove 
to be more effective, economically and politically speaking. But it is 
probably in this field that there is virtue in leaving the market free to act 
(Ilgen, 1983). As Rothwell and Zegveld emphasize (1984, p. 436), 
‘because of the very nature of the innovation process — its variability 
and its technological, financial and marketing uncertainties — there are 
inherent limitations to what public policies can achieve.” 

In addition, it is not certain that the mechanisms to which govern- 
ments resort to manage industrial decline are the most appropriate ones. 
For a number of years, voluntary restraint agreements have attracted the 
most attention, and criticism. However, these agreements appear to 
represent an essential safety valve in the trade liberalization process, 
directly oriented toward safeguarding jobs and having a great symbolic 
effectiveness to the extent that they enable citizens to point a finger at 
those countries responsible for their domestic industrial problems. This 
is obviously an expensive safety valve, but it has not been abused until 
now. Of course these agreements could always be made more flexible, 
but it is hard to see how they could be abolished completely. 

The most fashionable proposals at the moment consist of replacing 
protectionist measures with compensation measures for workers. These 
proposals seem to have two major shortcomings. First, they assume that 
the workers involved are ready to accept a risk of higher unemployment 
in exchange for monetary compensation. While the formula may be 
acceptable when the unemployment rate is low, it could, however, have 
the effect of arousing a great deal of resistance in a context of high 
unemployment to the extent that workers are risk-averse and value 
employment over income. Of course, programs to encourage mobility or 
early retirement are desirable, but could not possibly constitute the core 
of an adjustment policy. From this point of view, it might be more 
effective to attack the unemployment problem directly, through corpo- 
rate institutions, for example (Schmidt, 1982; 1984), or by abolishing 
taxes on manpower (Rousseau and Taurand, 1984), rather than adopting 
the adjustment measures made politically necessary by unemployment. 

Second, proposals to compensate workers seem aimed at the wrong 
target. The political dynamic surrounding industrial decline finds its 
support essentially in the regions. Only when a firm or industry in 
difficulty might seriously aggravate local unemployment does the prob- 
lem become political. In this situation, the entire locality, and not just the 
workers in an industry, should be compensated. Adjustment policies 
should therefore be resolutely regional. The analysis in this paper has 
indicated that to a great degree they already are. It is my view that it 
would be in the interests of governments to accentuate this direction 
even more, and to be explicit in making the regional dimension the 
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pivotal element of their industrial policy. The creation of agencies such 
as the Canadian Industrial Renewal Board (CIRB) appears to be par- 
ticularly interesting in this regard. Attachment to the community being 
what it is, we must acknowledge that resistance to geographic mobility is 
quite high, and may even intensify and become more problematic with 
the proliferation of households with two wage earners (Gordus, 1984). 

Throughout, this study has stressed the stabilizing role that has fallen 
to the state in capitalist societies. If the state intervenes, it is because the 
stability so highly valued by its citizens cannot be ensured by market 
mechanisms. It is important to emphasize, however, that stability, by 
bringing with it comfort —a desirable adjunct — involves paying a 
price for that comfort. As Scitovsky notes (1976), “too much seeking for 
comfort will reduce or eliminate pleasure in any and every activity” 
(p. 77). Too great a stability can lead in the long term to a dull life, and its 
drawbacks may be underestimated by citizens (ibid., p. 73). 

In addition, various orders of stability may come into conflict with 
each other. In particular, a choice must be made between employment 
and assured income. If it is true that wage levels may influence employ- 
ment (Malinvaud, 1982) and that employment is more highly valued than 
income, wage rigidity constitutes a problem requiring some considera- 
tion. This is the message accurately conveyed by de Closets (1982, 
pp. 326-27): 


Let us assume theoretically that any distribution that makes certain seg- 
ments of society, because of their vested interests, a three-way winner (in 
terms of standard of living, guaranteed income, and job security) is a source 
of injustice. If we admit that our wealth is linked to the market economy, no 
one can lay claim to that wealth without accepting certain constraints of the 
system in return. We must necessarily admit a penalty on one or other of 
these major attributes. . . . Social justice would have everything to gain 
from income insecurity gradually replacing job insecurity among salaried 
workers. [Translation] 


Raising stability to the status of an absolute good is thus out of the 
question. Change, with its attendant uncertainty, is just as indispensa- 
ble. But, if it is true that the family — the nuclear family primarily, but 
the extended family as well — is still the outstanding source of satisfac- 
tion for a large majority of citizens (Bénéton, 1983, chap. 12; Campbell et 
al., 1976), one can understand the crucial importance of social roots. 
This is another reason for according even greater interest to regional 
policy. 
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Notes 


This study is a translation of the original French-language text, which was completed in 
February 1985. I wish to express my thanks to Stéphane Dion and Robert Young for their 
comments on a preliminary version of this study. 


l. 


tN 


Watson (1983) describes six definitions before offering his own, but does not discuss 
their advantages or disadvantages. 


. Davenport et al. (1982, p. 1) first define industrial policy in terms of impact: “An 


industrial policy is any program that directly affects the economic activity of an 
industry, company or plant,” and then refers to the goal being pursued: “Industrial 
policies are designed to change economic structures, behaviour, and/or perfor- 
mance.” 


. They refer mainly to non-financial (in kind) transfers, but concentrate essentially on 


technical assistance. 


4. They refer to regulation, but stress protection against imports (tariffs and quotas). 


n 


. Rates of subsidy and protection may be compared, since ‘“‘a subsidy to production of 


the final product has the same effect on production as a customs duty at the same rate” 
(Corden, 1977, p. 37, translation). 


. Assets of government enterprise in 1981 amounted to $144 billion (Statistics Canada, 


1981, Federal Government Enterprise Finance, Catalogue 61-203, and Provincial Gov- 
ernment Enterprise Finance, Catalogue 61-204). 


. Tupper notes the problem, but this does not prevent him from referring to “‘interven- 


tionist” governments throughout the text. 


. Baldwin’s data (1970), most often used in the U.S. case, does not include either direct 


financial assistance or tax allowances. 


. It is important to emphasize that, in this perspective, the key factor is not overall 


economic performance (rate of growth of GDP), but rather performance compared to 
the most relevant criterion in industrial decline, politically speaking: employment. It is 
too easily forgotten that different indicators of economic performance are not corre- 
lated among themselves (Schmidt, 1983). For instance, the unemployment rate in 
France during the 1970s was just as high as in the United Kingdom; that is why, in my 
view, the two countries are equally protectionist. 


10. Correlations between a country’s performance with respect to growth, inflation and 
employment are practically nil (Schmidt, 1982; 1983). 

11. For example, one day in January 1984, Brian Mulroney confided to his senior policy 
adviser that he wanted history to remember him: “Brian just doesn’t want to be 
Prime Minister,” his friend Lucien Bouchard once observed, ““He wants to live in 
history’ (MacDonald, 1984, p. 299). 

12. On the impact of travel on the attitudes of U.S. businessmen, see Bauer et al. (1972). 
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The Debate on Canadian Industrial Policy 


2 


ANDRE BLAIS 


The object of this study is to examine the Canadian industrial policy 
debate, and to analyze the principal ideas as to what this policy 
should — or should not — be. This analysis will deal with the subject 
from two points of view. First, the political agenda will be defined: while 
there are an infinite number of possible industrial policies, in reality the 
debate is limited to a few “serious” options, which thus constitute the 
agenda of what is foreseeable for the near future (Cobb and Elder, 1972; 
Kingdon, 1984). Second, the paper examines the arguments of those 
involved in the debate, and the main reasons given to support or oppose 
one proposal or another. This will permit us to delineate the structure of 
the debate. 

From the outset the extent and the limitations of this procedure should 
be made clear. Since the essence of politics is the management of 
conflict, with politicians spending most of their time talking and juggling 
with ideas (Nimmo, 1978; Bell, 1975), politics quite naturally takes on the 
form of debate. Public discussion should therefore receive special atten- 
tion from political science. However, from the point of view of a 
researcher analyzing government policy, as is the case in this volume, 
things appear somewhat different. Emphasis is placed on what the 
government is doing or achieving, rather than on what those in charge 
say they are doing; concrete actions, not the spoken or written word, 
serve here as the point of departure for analysis (Blais, 1980). 

In this context, therefore, the discussion is of interest only if the ideas 
expressed influence government policy. I do not intend to prove this 
statement empirically; it can be considered a hypothesis. However, the 
sense in which it is a plausible hypothesis should be indicated. The entire 
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issue of the role of ideology is involved here — a huge and complex 
question, to which there is no clear answer. While it is impossible, given 
the present state of knowledge, to weigh the effect of ideas compared to 
that of other factors, there is nonetheless good reason to believe that 
their effect is not nil. Thus it is that the comparative study by King (1973) 
on the orientation of government policy in the United States, Canada, 
Britain, France and West Germany emphasizes the special circum- 
stances of the U.S. case, and explains it, essentially, “in terms of 
Americans’ beliefs and assumptions, especially their beliefs and 
assumptions about governments” (p. 418). In the field of social policy, 
Lockart (1984, p. 344) is of the view that “what political elites think the 
state should do is the most important single guide to incremental 
change.” 

Above all, political debate reveals the dominant values of a society. 
One emerges the winner or the loser depending on whether what one 
advocates is legitimate or not; this legitimacy is based on what is 
perceived as being the public interest or the common good. Prevailing 
values define what constitutes this common good. Participants in the 
debate are aware of this, and the content of their claims, as well as the 
way in which they are presented, is influenced by it: 


Citizens understand that sometimes they will have to subordinate particular 
and immediate interests to the common good, but they also understand that 
those particular interests which harmonize well with it are to receive high 
priority. They have an interest in showing that such a harmony exists and in 
adjusting their claims to foster that harmony (Connolly, 1981, p. 114). 


This study consists mainly of an analysis of the strategy employed by the 
participants in the Canadian industrial policy debate. All have available 
a certain number of arguments to support their proposals, arguments 
they choose from among the most convincing and from among those 
which, at least implicitly, seem to them to include the values to which 
they have an interest in allying themselves. These values define whether 
a given option Is in a position of strength or of weakness. Analyzing the 
strategy of advocacy should therefore enable us to identify certain 
components of the dominant ideology, which fashions the political 
agenda both directly and indirectly. For this reason survey data have 
been used extensively as a source of information concerning the domi- 
nant values in Canadian society. 

However, it is not only ideas and dominant values that underlie the 
political debate. The facts themselves contribute to ideological posi- 
tions: “new facts may make us change our minds about what it makes 
sense for us to say about the facts” (Ryan, 1970, p. 167). Ina society that 
values education and knowledge, a claim cannot be considered legiti- 
mate unless it is based on a serious analysis of the facts. Thus it is also 
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important to examine the type of data to which the participants in the 
debate refer. 

Because we are interested in the structure of the debate, special 
attention will be given to the words of those who seem to best articulate 
the principal options available. Generally, these are organizations whose 
function it is to recommend certain directions for government policy or 
individuals, usually university professors, who, because of their knowl- 
edge in a given area, tend to become the apostles of a particular strategy 
of action. Although these organizations or individuals are not, strictly 
speaking, political organizations or politicians, they have undoubted 
political influence. They contribute to a definition of the terms of the 
debate. Thus “social policies have been most directly influenced by 
middlemen at the interfaces of various groups” (Heclo, 1974, p. 308). It 
should not be surprising, given the subject and their status, that most of 
these are economists. Heclo notes that even “social policy has devel- 
oped in the interstices allowed to it by ‘sound economic thinking’” 
(ibid., p. 310). The role of economists may have declined recently, but it 
“is not yet so low that politicians can afford to have them lined up in 
outspoken opposition to proposed policies” (Watson, 1983, p. 97). 

The industrial policy debate in Canada does not take place behind 
closed doors, however. It is fed in part by what is taking place in other 
countries, particularly the United States. The industrial policies 
adopted by other governments are a point of reference for Canadians. 
Throughout this analysis, I shall therefore attempt to place the Canadian 
debate within an international context. This cannot be achieved in as 
systematic a manner as | should have liked, however, because of the 
paucity of data available. Nevertheless, it should be possible to bring out 
certain characteristics specific to the Canadian case. 

The approach is an anthropological one. Since we are seeking to 
understand how the debate is structured, there would be no point in 
imposing a model or typology on the material studied. Rather, the 
objective is to reduce the underlying structure from a detailed study of 
the debate itself. Clearly, this is a hazardous undertaking. Indeed, ana- 
lysts may be subconsciously influenced by a model, which leads them to 
analyze the data in their possession in one way rather than another. 
Similarly, there is no rigorous measure of the importance or the position 
of the various proposals in play; so that analysts might, for reasons. of 
personal inclination, be led to favour or to neglect certain avenues. 
These are the limitations of the method, and they are very real. However, 
I believe that this method is the most appropriate, given the objectives of 
the study. 

Until recently, the debate concerning Canadian industrial policy was 
dominated by the proposals of two organizations: the Economic Council 
of Canada and the Science Council of Canada. When putting forward 
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‘the main industrial strategies currently being proposed for Canada,” 
Norrie (1979) observed that “ironically, it is two research agencies 
sponsored by the federal government that have become the main propo- 
nents of each of these opposing views. These are the Economic Council 
of Canada and the Science Council of Canada” (1979, pp. 66 and 67). 
Similarly, in their study of ““competing approaches to industrial policy,” 
Morici, Smith and Lea (1982, chap. 7) mention first the ‘free trade/ 
domestic non-interventionist” model and refer to the Economic Coun- 
cil; next, when they consider the interventionist model, they quote the 
Science Council. They also refer to a third approach, which would 
combine free trade and fairly vigorous government intervention. The 
authors imply that “many influential policy advisers appear to embrace 
important elements of this view, and the policies of the current govern- 
ment as well as the previous Trudeau government reflect this approach in 
numerous ways’ (p. 81). But this position is not presented in a coherent 
fashion, and does not emerge in official discussion, which is what is of 
interest here. Thus, one may conclude that there are really only two 
schools of thought confronting one another. 

This simple opposition is in the process of transformation. First, the 
economist Richard Harris (1985) made an attempt to reconcile the theses 
of the Economic Council and the Science Council in pronouncing in 
favour of both free trade and a vigorous technological policy. Next, 
many economists, while favourable to the idea of free trade, insist on 
compensation mechanisms for workers who risk losing their jobs in a 
period of transition. In many respects, this position is a direct extension 
of that of the Economic Council which, in Looking Outward: A New 
Trade Strategy for Canada (1975) had earlier envisaged adjustment mea- 
sures. But thinking on this question has developed a great deal since and 
merits particular attention. Finally, there is the argument that the best 
industrial policy is one that involves minimal government intervention 
and the fewest selective measures. Watson (1983) has defended this 
position. 

The other issue in the debate has been the regional question. The 
clearest position is that taken by the economist Courchene (1970; 1978), 
who claims that mobility is the best remedy for regional disparities. The 
debate has revolved around the merits and the implications of this thesis, 
with the most virulent criticism coming from the sociologist Matthews 
(1981), who appeals to the dependency model. 


Free Trade 


In 1975, the Economic Council proposed, in Looking Outward, a policy 
based on liberalization of trade. It was particularly interested in creating 
a free trade zone with the United States. This approach was raised again 
in the report of the Standing Senate Committee on Foreign Affairs 
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(Canada, 1982), which recommended negotiation of a bilateral free trade 
agreement with the United States. 

The great advantage of free trade, according to its proponents, would 
be an increased market for Canadian industry. This would have the effect 
of improving productivity, through greater specialization, lengthening 
production runs, or, more indirectly, increased competition (Markusen, 
1985). The Economic Council (1975, p. 90) forecast that “the increase in 
productivity which free trade would bring would reach at least 5% of 
GNP, perhaps more.” 

The opponents of free trade either cast doubt on this advantage, or 
emphasized the cost of its implementation in comparison to other 
aspects of the question. The second strategy was more common. Wilkin- 
son (1982), it is true, questioned the extent of gains related to free trade. 
He noted, for instance, that it is, at the very least, risky to think that the 
difference in productivity between Canada and the United States would 
disappear completely, since even in Canada considerable regional dis- 
parities persist. But it was clear that the free traders had the advantage, 
particularly since the most recent work (Harris with Cox, 1984) based on 
the most advanced models has confirmed and even increased initial 
estimates. In that study, Harris estimated the potential gains from multi- 
lateral free trade at 8.6 percent of GNP; others speak freely of as muchas 
10 percent (Markusen, 1985). Yet Harris’s estimates were made using 
tariffs in effect prior to the Tokyo Round of the General Agreement on 
Tariffs and Trade (GATT), which will be reduced by a third by 1987. 

The principal objections to free trade are, however, of a different kind. 
First, there is the short-term adjustment cost. Here, the free traders are 
on the defensive. The Wonnacotts (1982, p. 418) admit that “Canadian 
producers would have dislocation costs in the short run.”’ Harris (1985) 
estimates that 6 to 7 percent of the labour force would have to change 
industries. The Economic Council (1975) forecast increased unemploy- 
ment, particularly in Quebec and Ontario. Generally, the counterargu- 
ment is that the experience of the European Economic Community (EEC) 
and of the European Free Trade Association (EFTA) indicates that these 
costs are not large, and that they could be absorbed through the use of 
appropriate corrective measures. 

A second objection, that U.S. industry is better placed than its Cana- 
dian counterpart to take advantage of freer trade, has been put forward 
mainly by Lazar (1981). For example, the comparative advantage of the 
United States in research and development would be accentuated if 
tariffs were abolished (Lazar, 1981, p. 55). Further, ‘““Canadian firms will 
have to invest heavily in advertising and other marketing costs in order 
to overcome lack of product familiarity in the United States market” 
(ibid, p. 61). Free traders reply that, on the contrary, a small country has 
more to gain “‘since its market increases more as a result of free trade” 
(Wonnacott and Wonnacott, 1982, p. 422), but they realize fully that this 
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runs counter to common sense; everyone knows that in “real life,” it is 
the ‘big guy” who wins, and the “little guy” who loses. The report of the 
Standing Senate Committee on Foreign Affairs (Canada, 1982, p. 34) 
cites the case of free trade between Australia and New Zealand: “During 
the first seven years of the agreement, trade between the two countries 
increased by 78%, and Australia’s trade surplus declined from 4 to | to 2 
to 1. This means that the agreement seems to have been advantageous to 
the weaker of the two partners.” Trade relations between the two coun- 
tries did indeed evolve in a manner favourable to the smaller of the two; 
at present, Australia’s trade surplus is only 1.4 to 1 (Europa Publications, 
1983). Furthermore, the growth rate of real per capita gross domestic 
product for New Zealand equalled that of Australia by the end of the 
1960s. The case of New Zealand is not the most convincing, however, 
since the growth rate of GDP since 1973 is lower there than in all other 
countries in the Organisation for Economic Co-operation and Develop- 
ment (OECD, 1983, Table 3.2). Besides, the free trade experiment as 
experienced by the EEC and EFTA does not appear to have benefited the 
smallest countries (Blais, 1986). The main point to keep in mind, how- 
ever, is that the free traders have great difficulty in persuading others that 
economic association between a small country like Canada and a giant 
like the United States would benefit the former more. 

The third, and probably most important, objection concerns the risks 
of eroding Canada’s political sovereignty. This fear is based on the 
neofunctionalist theory of integration (Haas, 1968), according to which 
there is a continuum from the free trade zone to customs union, common 
market, economic union, and, finally, political union. The difficulties 
inherent in each stage could lead the partners to go on to a higher form of 
integration. This is the “spillover” effect. 

Free traders are aware that this is a weighty objection. In 1975, the 
Economic Council of Canada (p. 114) noted that ““The deepest of all 
Canadian concerns is... the fear that a Canada—U.S. free trade 
arrangement would ultimately lead to political absorption by the United 
States.” This is why free traders emphasize that only a free trade zone is 
being proposed, not a customs union or common market (Canada, 1982, 
p. 31). The spillover theory is deemed unfounded (Lyon, 1975), and it is 
even added that “‘transnational trade schemes may actually enhance the 
self-awareness of participants” (Economic Council of Canada, 1975, 
p. 115). A recent study (Soldatos, 1986) indicates, however, that some 
spillover has occurred within the EFTA and in the Australia-— 
New Zealand free trade zone. In this latter case, what is particularly 
interesting from the Canadian point of view is that the partners went 
from a partial free trade zone in 1965 to total free trade in 1983. The new 
agreement deals not only with tariffs, but also with quotas, export 
subsidies, and public markets (Thakur and Gold, 1982; 1983). 

In this area as well, the free traders are on the defensive. Although the 
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spillover theory has not been proved, the risks it evokes are substantial. 
It must be recognized that the political will to create a Canadian nation 
was in good part a reaction to the very visible presence of the United 
States, and that the “Canadian identity” is defined principally in com- 
parison with the U.S. model (Nossal, 1985). The American “soul” 
threatens to subjugate the Canadian “soul”: “The danger is far more 
subtle and far more deeply to be dreaded. It lies in gradual assimilation, 
in peaceful penetration, in a spiritual bondage — the subjection of the 
Canadian nation’s mind and soul to the mind and soul of the United 
States” (MacMechan, 1920, p. 347). 

For the same reasons some representatives of the Canadian left are 
opposed to continentalism, which is deemed to undermine the very 
foundations of the Canadian state: 


Thus the uneven impact of continental integration on the different provinces 
of Canada is exposing the Canadian union to unmanageable strains. At the 
same time as it strengthens some of the provincial governments, and 
encourages them to pursue their divergent interests independently, the 
process of continental integration seems to make the Canadian federal 
government increasingly superfluous. (Stevenson, !980, p. 26) 


The force of the free trade thesis therefore resides in the economic 
benefits it promises. Its weakness derives from the short-term adjust- 
ments it implies, the political risks which, although they remain hypo- 
thetical, cannot be denied, and, finally, the perception that an associa- 
tion with the U.S. giant could benefit the latter more. 

The debate concerning Canadian trade policy is polarized by the 
following two, diametrically opposed, schools of thought: those in 
favour of North American integration, and those opposed. It is difficult 
to adopt middle or more subtle positions. For example, it would be 
completely logical for a Canadian nationalist to favour free trade with the 
United States, if this could lead to a decrease in U.S. investment in 
Canada and in Canadian investment in the United States, and thus 
reduce the U.S. stranglehold on the Canadian economy, but such a 
position is held by virtually no one. On the contrary, ‘‘Paradoxically, 
nationalists, whose principal target hitherto has been American invest- 
ment in Canada, raise the spectre of its southward flight if tariffs are 
removed” (Pentland, 1985, p. 33). People are pro- or anti-American 
across the board. There seems to be no place for any type of strategic 
calculation. 

The dominant characteristic of the debate, however, may be the 
absence of an opposite position. While the free trade hypothesis does not 
meet with unanimous favour, those opposed to it are not advocating 
increased protectionism. Rather, they say that getting rid of tariffs “does 
not seem to provide a suitable antidote” (Science Council of Canada, 
1979, p. 36) or that “changes in commercial policy should come after 
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there is better understanding of and general agreement on the causes of 
Canada’s problems and on policies for reconstruction” (Britton and 
Gilmour, 1978, p. 61). Lazar (1981) is of the view that the Canadian 
government should reinforce retaliatory measures in the face of so- 
called “disloyal” practices by foreign competitors, but this could not be 
considered a resolutely protectionist attitude. The Science Council 
(1984) reiterates the same ideas. In sum, either free trade is favoured, ora 
policy based on other concerns is defended. As Bauer et al. (1972) have 
noted, free trade has been winning the ideological battle since the end of 
World War II. The protectionists are on the defensive, their position 
viewed as narrowly isolationist: 


It has become relatively rare for a protectionist spokesman to argue for 
protection in principle. When they speak for protection of a particular 
industry, it seems that they often tacitly accept the arguments of their 
opponents and contend that their own industry is an exception. (ibid., 
p. 147) 


Who, indeed, would dare to come out against freedom and trade in a 
society in which an open mind ts considered one of the most revealing 
signs of an enlightened personality? 

Obviously, this does not mean that no protectionist position can be 
defended in Canada. The report of the Task Force on the Canadian 
Motor Vehicle and Parts Industry (Canada, 1983), which recommends a 
“trade policy requiring all vehicle manufacturers who sell vehicles in the 
Canadian market to make binding commitments similar to those cur- 
rently in effect for vehicle manufacturers who are members of the 
Canada—U.S. Automotive Agreement” (p. 131), is a striking example of 
this. However, the fact that U.S. manufacturers are subject to con- 
straints (under the Automotive Pact) from which manufacturers in other 
countries are exempt can be cited as placing them in a discriminatory 
and “unjust” position. 

The pre-eminence of the free trade doctrine is clear in opinion polls 
when questions are restricted to generalities. More than 80 percent of 
Canadians are of the opinion that Canadian industry should become 
more competitive in foreign markets, rather than being protected from 
international competition (Decima Quarterly Report, 1981-83, question 
430). When the question is posed in general terms and symbolism ts 
allowed free play, the free trade philosophy is clearly the winner. The 
more concrete the questions, however, the more qualified the replies. 
The majority of Canadians in all regions favour quotas for Japanese cars 
(Decima Quarterly Report, 1982-83, question 515). 

When questions are directed more specifically to free trade with the 
United States, the replies are more ambiguous. On the one hand, slightly 
more than 50 percent of Canadians feel that elimination of tariffs 
between the two countries would be to Canada’s advantage (The Gallup 
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Report, June 16, 1983, p. 2). On the other hand, only 40 percent favour an 
agreement to eliminate tariffs and all barriers to trade (Decima Quarterly 
Report, 1982-83, question 500). Thus, there seems to be support mixed 
with caution for an agreement on limited freer trade between the two 
countries. 

In comparison to what is happening elsewhere, the vigour of the free 
trade option in Canada is striking. Unfavourable economic conditions at 
the beginning of the 1980s resulted in more protectionist talk, if not 
practice, in the United States and Europe. I have shown elsewhere 
(Blais, 1986) that trade policy is strongly influenced by economic condi- 
tions but that, by contrast, there has been no real return to protec- 
tionism. In Britain, for instance, “the debate about protection. . . is 
now at the centre of the discussion” (Grant, 1982, p. 128). In Canada, it is 
more the option of a free trade zone with the United States that has 
regained impetus. The phenomenon is not new: “reciprocity discussions 
between Canada and the United States historically have intensified 
when times were bad” (Granatstein, 1985, p. 70). This probably reflects 
Canada’s peculiar situation: it is the only “small” developed country 
that does not participate in any form of economic union whatsoever. 


Technological Sovereignty 


While market size is the Economic Council’s priority, the capacity for 
technological innovation is the cornerstone of the industrial strategy 
proposed by the Science Council. Canadian capacity for innovation is 
considered inadequate. This situation has occurred mainly because of 
the prevalence of foreign firms that are content to serve the Canadian 
market, while research and marketing are managed by the parent firm. In 
order to fill this gap, the Science Council (1978, chap. 4) became the 
apostle of a technology policy aimed at: a) increasing the demand for 
Canadian technology; b) changing Canadian potential for development 
of new techniques; c) expanding capacity for assimilation of new tech- 
niques; and d) developing among Canadian firms the means to acquire 
foreign technical expertise under conditions favourable to Canada’s 
industry. 

Thus the Science Council places emphasis on the technological aspect 
of industrial expansion. This approach is resolutely nationalist, since the 
objective to be attained is technological “sovereignty,” and involves 
strong government intervention. Forging the Links: A Technology Policy 
for Canada (Science Council of Canada, 1979) makes reference to public 
markets, joint ventures, “sponsorship of selected companies,” con- 
sortia, sectorally oriented technical centres, and regulation of some of 
the multinationals’ activities. Ina more recent work, Canadian Industrial 
Development: Some Policy Directions (Science Council of Canada, 1984), 
the Council returned more explicitly to some of these ideas, placing 
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greater emphasis on assistance to encourage the growth of small but 
dynamic high-technology firms. It also recommended creation of metro- 
politan technology centres. 

Generally, the starting point for the Science Council’s analysis, the 
crucial role of technological innovation in industrial development, is not 
disputed. For example, the Economic Council (1983, p. 20) agrees that 
technological progress is a vital element in total factor productivity. 
However, innovation cannot be considered a panacea: 


the strategy of encouraging innovations and promoting entrepreneurship 
creates both benefits and costs. Entrepreneurship implies innovation which 
reduces the costs of production and thus eliminates competitors; in the 
process it creates temporary unemployment. Thus, successful 
entrepreneurship disturbs the status quo. This disturbance imposes a cost 
on society by decreasing its social stability. (Brenner and Courville, 1985) 


Governments may thus have an interest, under certain circumstances, in 
slowing the process of innovation. This type of dialectic does not emerge in 
public pronouncements, however. “Enlightened” people look to the future, 
not the past; they do not fear change, and come down on the side of 
innovation and technology. The dominant tone is resolutely modernist. 

The polls show astonishing results on this question. Opinions about 
technological change vary greatly. For example, 70 percent of Cana- 
dians feel that automation will lead to job reductions, but the majority 
believe that better-quality goods will be produced at lesser cost. People 
are almost equally divided as to the overall effect on the economy 
(Johnston, 1985). Two-thirds of all Canadians even think that society is 
too oriented toward mechanization and technology (Decima Quarterly 
Report, 1980—82, question 67). 

We should therefore be justified in expecting that the support for a 
technological policy would be slim. However, 80 percent of Canadians 
hope that the federal government will invest a substantial amount of 
money in the development of new technology (Decima Quarterly Report, 
1981-83, question 373). This is a fine paradox, which suggests that many 
are scarcely aware of the innovation/stability dialectic. The paradox may 
reflect the influence of the better educated. While tradition is just as 
valued as change by the population as a whole, those who are better 
educated tend to opt in greater numbers for newness (Stoetzel, 1983, 
pp. 29 and 30). The traditionalists are less articulate and less bold in 
stating their values in public. As a result, organizations like the Science 
Council and the Economic Council, which preach the virtues of innova- 
tion, have the upper hand. 

Innovation occurs through the creation and spread of new techniques. 
The Science Council clearly places emphasis on the first. Naturally, it 
also advocates measures to reinforce capacities for absorbing new tech- 
niques, but the primary aspects of the technological policy proposed in 
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Forging the Links (Science Council of Canada, 1979) concern the direct 
production of a Canadian technology. This is understandable since, 
according to Gilmour (1978, p. 28), one of the principal defenders of this 
approach, the transfer of technology generally operates to the benefit of 
innovators: 


technology purchasing has a tendency to create dependence of the pur- 
chaser (nation) on the seller. It leads to increasing trade deficits because 
technology transfer substitutes itself into the importation of goods and 
inhibits the development of technological capability in the purchasing 
nation. 


More recently, the Science Council (1984, p. 29) stated that production 
capacity is a prerequisite for the assimilation of new technologies: 
“some basic level of industrial R&D competence is needed to be able to 
locate and quickly transfer the technology developed elsewhere.” 

The Science Council’s opponents maintain that the transfer process is 
at least as important as the discovery itself. Globerman (1978, p. 37) cites 
a number of studies that suggest that adaptation and improvement of an 
innovation lead to productivity gains that are just as great as those 
generated by the innovation itself. The Economic Council (1983, 
chap. 5), in countering the Science Council’s attack on the foreign stran- 
glehold over Canadian industry, goes even further and states that the 
transfer of innovations occurs more rapidly within the multinationals. 
Bird (1982, p. 30) also points out that “R&D expenditure performed 
within a country does not have a decisive effect on its growth rate” (see 
also Watson, 1984). 

From this point of view, as well, an entirely logical counterproposition 
would be that it is in Canada’s interest not to concern itself with tech- 
nological production, but rather with seeking to profit to the maximum 
possible extent from the fallout from foreign technological innovations: 


In a world where technology can be developed in one location and used 
without compensation in many others, one may appeal to the taxpayer of a 
small country to provide a high level of support for R and D on altruistic 
grounds. An appeal based on self-interest would be much more difficult to 
sustain. (McFetridge and Warda, 1983, p. 91) 


The very fact that this argument is made only indirectly shows that there 
is awareness of the fact that the ideological offensive belongs to the 
Science Council, and that a frontal attack is unlikely to be productive. 
This suggests that, within the dominant system of values (the values of 
change, to which innovation and technology are linked, being truly 
dominant only among the educated elite, who, however, dominate the 
public debate), research and innovation occupy an important place. 
They are not perceived exclusively, as is the case in the classical eco- 
nomic model,! as instruments of growth. It is revealing that, generally 
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speaking, the social status of researchers is very high (Hodge, Siegel and 
Rossi, 1966; Treiman, 1977). Collectively, Canadian society needs to be 
recognized as having achieved excellence in at least some fields of 
advanced technology. 

The Science Council’s position is weaker, however, when it deals with 
the means of government intervention. As has been noted, the Council 
proposes massive intervention, involving joint government and industry 
participation in technological development projects. The Science Coun- 
cil (1979, p. 21) recognizes that it is in a difficult position here: 


There would seem to be an ideological aversion on the part of federal 
officials to become involved in any policy which requires government coop- 
eration with industry. As a result of official commitments to laissez-faire, 
government has failed to solve the serious problems now facing Canadian 
industry. In contrast, many foreign governments (particularly in Europe and 
the Far East) are not the least reluctant to intervene directly and comprehen- 
sively in their economies to achieve international trading advantages for 
their domestic industries. 


The Science Council acknowledges that its recommendations are con- 
trary to the dominant ideology, but adds that it is time to question 
thinking that prevents implementation of the appropriate measures, 
since other governments, which are not paralyzed by this ideology, have 
obtained satisfactory results. In sum, the argument is that the measures 
proposed by the Science Council exist in several European countries 
and in Japan, and that the economic performance of these countries is 
superior to that of Canada. The Council has in fact published a study 
describing the many facets of government intervention in the micro- 
electronics industry in Europe (de Vos, 1983). 

The argument is presented in almost identical fashion in Canada and 
the United States: 


The advocates of an industrial policy for the United States implicitly or 
explicitly base their conclusions on the following propositions. 

¢ Despite the performance of the U.S. economy in the postwar period and 
its potential from 1970 to the early 1980s, it has not been performing well; in 
particular, output has declined. 

The economies of a number of other high-income countries have per- 
formed better over this period. 

These countries followed some form of industrial policy which contrib- 
uted to their better performance, possibly to the detriment of U.S. eco- 
nomic welfare. 

If the United States were to follow some form of industrial policy in 
imitation or response to these policies, its economic performance would 
improve. 

Therefore, these advocates concluded, the United States should follow 
some form of industrial policy. (Lecraw, 1985b) 
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Opponents of the Science Council’s stance begin by casting doubt on the 
extent of measures adopted abroad. In Japan’s case, for example, they 
will say that the true role of the Ministry for International Trade and 
Industry (MITI) is ambiguous and has probably been exaggerated 
(Lecraw, 1985b; see also Gilder, 1983). However, they pass quickly over 
this point and put more emphasis on the effect of the measures that have 
been adopted. Lecraw’s conclusion (1985b, p. 27) is worth quoting: 


This brief review of industrial policy in Japan, France and Germany does not 
give much support to the conclusion that industry-specific policies in other 
countries have been particularly successful or have made significant contri- 
butions to their economic welfare. In some cases, industrial policies have 
improved the competitive position of a firm, an industry or a sector in 
national and international markets but, in general, the cost of those policies 
would seem to have been high in terms of reduced national economic 
welfare. Although there may be a theoretical possibility for industrial pol- 
icies to improve national welfare, in practice these benefits seem at best to 
have been difficult to attain. 


It is the subtlety of this assessment which is most striking. Lecraw does 
not go so far as to say that government intervention has had harmful 
effects; he contents himself with saying that he is far from certain that it 
has had the beneficial effects assumed by the Science Council. Thus he 
remains on the defensive. 

But the most forceful objection is probably that the strategy proposed 
by the Science Council obliges one to choose “winners,” a delicate 
operation to say the least. According to Watson (1983, p. 50), “in general 
incentives — via tax credits or non-discretionary subsidies — would be 
preferable to attempts to choose the likely winners and losers.” On the 
one hand, the machinery of government is sluggish: 


for reasons that have to do with the public’s natural desire for financial 
probity and its fear of political patronage, governments are usually required 
to run themselves according to rules that are cumbersome. Thus their 
discretionary judgements often take a long time to make. (Ibid., p. 102) 


On the other hand, there is nothing to indicate that the government 
makes better decisions; indeed, these decisions are likely worse: 


Governments do not have information about the future that is better (or 
worse) than that available to most banks or investment consultants, though 
since private agents are likely to suffer greater penalties when they get 
things wrong, they can be expected to work harder to get them right. (Ibid., 
p. 103) 


Furthermore, it is more difficult for the government to step away from an 
industry if its investment proves unprofitable (Bird, 1982, p. 23). 

The attack has real weight. Gordon (1978, p. 52) recognizes that 
“uneconomic private interests instead of social cost analysis may con- 
tinue to exercise an undue influence in plant location decisions” and that 


Blais 67 


‘historical experience reveals that government involvement in industry 
has been unsuccessful more often than not” (p. 55). The position seems 
to be that it is possible to benefit from past experience and to correct 
one’s aim; the advocates of a vigorous technological policy are on the 
defensive here, however. Some claim, despite the persuasiveness of 
most of the arguments in favour of an industrial policy (Badaracco and 
Yoffie, 1983, p. 97), that the political process is such that “an industrial 
policy that seeks to direct resources to winners might find itself funnel- 
ling massive funds to politically adept losers” (ibid, p. 102). 

The Science Council focusses on a certain number of themes in order 
to rally opinion on this question. First, “enlightened” persons are in 
favour of change and technology and modern values, and are oriented 
toward the future rather than the past. A self-respecting country could 
not possibly leave an activity as prestigious as that of technological 
creation to other countries, limiting its efforts to the diffusion of this 
technology. In saying this, the Council proposes an ideal to be achieved, 
and points its finger at the enemy, the perpetrator of all our woes, the 
multinational firm, one of the institutions that inspires the least con- 
fidence in Canadians (Johnston, 1985). As a result, the technological 
sovereignty option appears, at least in principle, very attractive. It is 
when the concrete means of carrying out the option must be specified 
that difficulties arise. The Science Council runs up against the dominant 
idea that the government is generally inefficient,? and that there is thus 
no question of entrusting it with a task as complex as that of determining 
exactly what is the future of technology.* 


Some Recent Proposals 


Until recently, the debate concerning Canada’s industrial policy was 
carried on essentially in terms of the opposition between the Economic 
Council and the Science Council. It has not progressed much, though 
points of disagreement have been accentuated over time. A debate over 
the political agenda cannot be maintained indefinitely, however. In order 
to retain the interest of politicians and bureaucrats, the language must be 
renewed and new options, or new combinations of options, proposed. 
Over the past few years we have been seeing the emergence of such new 
ideas. At least they are different from the traditional positions. Since 
most of the new proposals have not been discussed systematically, the 
debate surrounding them cannot be analyzed. Rather, the various sug- 
gestions and the manner in which they are presented will be examined. 

Three of these new options seem extremely important. The first, 
developed by the economist Richard Harris, consists of combining free 
trade with a vigorous technological policy. The second, advanced by a 
large number of economists, concentrates on compensation measures 
for workers displaced by industrial change. The third, put forward 
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principally by the economist William Watson, is a plea against govern- 
ment intervention in industrial development, particularly selective inter- 
vention. 


Free Trade and Technological Policy 


Saunders (1982) was the first to suggest a compromise between the 
continentalist and nationalist proposals. After outlining the limitations 
of the analyses of both schools of thought, he suggested an industrial 
strategy that would include freer trade accompanied by transition mea- 
sures aimed principally toward the multinationals. On the one hand, he 
states, “the multinationals must be required to guarantee that their 
value-added in Canada will at least match pre-free trade levels in con- 
stant dollars” (p. 476). On the other hand, “‘it is appropriate to continue 
to scrutinize proposals for new foreign direct investment so as to secure 
world product mandates for Canadian subsidiaries” (ibid.). 

While Saunders’ idea has had no direct follow-up and has not affected 
the evolution of the debate, the attempt to reconcile the opposite points 
of view was astute. It was subsequently taken up by Harris with more 
success. Saunders, who limited himself to suggesting that “further work 
is needed to assess the costs and benefits of increased incentives for high 
technology activity” (1982, p. 476), probably made an error in not taking 
aim at the most appealing dimension of the nationalist option: its tech- 
nological dimension. Rather, he emphasized control over foreign invest- 
ment. Though the multinationals may not be viewed with favour by the 
general public, investment controls are not popular (Johnston, 1985). 

The real work of reconciliation was led by Harris (1985). In a text that 
could be described as iconoclastic, he speaks highly of the virtues of free 
trade accompanied by a vigorous technological policy designed to 
increase substantially the research and development activities carried 
out in Canada, and directed in particular toward the small and medium- 
sized firms in high-technology industries for whom market penetration is 
costly. Harris’s analysis is based on several hypotheses. First, he 
assumes that high-tech firms (which he describes as ““Schumpeterian’’) 
can acquire “quasi-rents” in the form of higher profits and salaries. 
Secondly, a small country like Canada> has greater interest in subsidiz- 
ing indigenous Schumpeterian firms which, because they are small, are 
more affected by barriers to entry. Finally, assistance should be provided 
in specific and selective ways: since a minimum threshold must be 
achieved and available funds are limited, giving a bit of money to several 
firms would be quite simply ineffective. 

An entire tome would be required to discuss the theoretical and 
empirical bases for Harris’s thesis. The principal limitations of his argu- 
ment have been well exposed by McFetridge (1985). The empirical 
foundations of his analysis are scarcely more solid. For example, to 
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illustrate the barriers to entry in technological innovation, Harris uses 
the argument that ““success breeds success.”” But Kamien and Schwartz 
(1982, p. 75), to whom Harris in fact refers, while recognizing that some 
studies confirm this hypothesis, add that “there is also some evidence 
that ‘success begets failure,’”» which is as much as to say that the 
proposal is dubious. 

The fact remains, nonetheless, that Harris’s ideas are appealing. They 
have the merit of putting an end to the sterile debate between the 
Economic Council and the Science Council by proposing a strategy that 
integrates the most valid points of each. The most controversial aspect of 
the proposal concerns the selective nature of the assistance proposed. 
Harris is aware of this, and complains that too much importance is being 
given to this aspect of the question. Nevertheless, this selectiveness 
flows naturally from the analysis as a whole, and the extent to which this 
question brings people up short is indeed striking. It is because the image 
of a government choosing certain businesses it considers “‘truly” 
dynamic goes against the grain of the dominant ideology that the market 
best sorts out the efficient and inefficient. 


Assistance to Workers 


While the Science Council of Canada and Richard Harris are concerned 
mainly with the industry of the future, economists, for their part, are 
increasingly preoccupied with the industry of the past, which is in 
decline and prey to all sorts of difficulties. The textiles industry is a 
typical example. Here is an industry that is artificially maintained 
through high tariffs and agreements on voluntary restrictions. Would it 
not be more efficient to withdraw completely from this industry, and 
invest funds and energies in Canadian industries that already enjoy some 
comparative advantage? The objection to such a strategy — and, there- 
fore, the justification of continued protection — is well known. Short- 
term adjustment costs would be enormous: many workers, particularly 
older ones, would be unable to find work, and there would be a consider- 
able worsening of unemployment in some regions. Although the true 
extent of these costs may be arguable, the dominant position is that they 
would not be negligible: “the high levels of overall unemployment in 
recent years have made it increasingly unlikely that displaced workers 
will find new jobs quickly, especially if their skills are specific to their 
former employment” (Saunders, 1984, p. 3). 

What should be done? Thinking on this subject has been strongly 
influenced by Jenkins’ study (1980) on the cost of protectionism in the 
clothing industry. Jenkins estimates that the cost of tariffs and quan- 
titative restrictions in this industry amounted to almost $17,000 per 
protected job in 1979, whereas the average annual wage in the industry 
was $10,000. Similar results have been reported in the United States. For 
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example, the cost of tariffs and quantitative restrictions in the shoe 
industry was estimated in 1977 at $78,000 per protected job, while the 
average annual wage in the industry was a little over $8,000 (Maskus, 
1984, Table 2). Would it not be more logical in such cases to eliminate 
protection entirely and compensate the employees generously? In the 
extreme, the government could withdraw protection completely and pay 
the entire wage of all the workers in these industries, and society would 
still gain. 

The line of argument is clear. Politics are such that the most efficient 
choices are not made: 


Although a change in the pattern of economic activity may promote effi- 

ciency, it may do so by generating large losses for some narrowly defined 

groups within that society while generating small gains for everyone else. In 
these circumstances, we can expect to see lobbying efforts that successfully 

block or, at least, greatly delay, economic restructuring. (Saunders, 1982, 

p. 17) 

As aresult, “this protection and the inefficiency it generates is likely to 
persist unless the workers whose jobs are endangered are given gener- 
ous adjustment assistance” (ibid, p. 18). Naturally, care is taken to note 
the risks of such a policy; these are linked essentially to ““moral hazard” 
(McFetridge, 1985), but itis added that “the case for a generous compen- 
sation program remains strong” (Saunders, 1982, p. 20). However, as 
Watson (1983, p. 95) admits straight out, “attempts to block change are 
inevitable; since economists are not likely to defeat such attempts 
outright, they should be prepared to try to deflect them in more useful 
directions.” 

Why, however, should compensation be directed toward the workers 
rather than the firms involved? Trebilcock (1985) gives an economic 
rationale — market imperfections in the training field (lack of invest- 
ment by firms in the general training of their employees) — and a social 
rationale — workers are generally less mobile than businesses, and it is 
more difficult to diversify human capital investment than any other type 
of investment. The argument is not generally well supported, but this 
does not lessen its appeal. Everyone “knows” that the bosses are rich 
and the workers are poor,® and that if someone is to be helped, it should 
be the worker. Worker assistance thus has more legitimacy than 
assistance to firms (Blais, 1986). 

The new strategy, which is touted as more pragmatic and more 
refined, therefore assumes that, to achieve free trade, the support (or 
non-opposition) of workers in declining industries must be bought by 
offering generous compensation. This position is held virtually unan- 
imously, and is to be found in Glenday and Jenkins (1981), Glenday, 
Jenkins and Evans (1982), Saunders (1984), Watson (1983) and Trebilcock 
(1985). Opinions vary principally concerning the method of compensa- 
tion. What is implicit, however, is the assumption that the workers 
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involved would themselves be eager to trade the risk of loss of employ- 
ment (whether temporary or permanent) for generous compensation. 
After all, this type of bargaining is familiar to economists “who 
obviously believe in deal-making” (Watson, 1984, p. 104). But the work- 
ers’ own opinion has scarcely been considered. The type of trade-off 
proposed may not be as appealing as it might appear at first glance if 
account is taken of the fact that, in general, Canadians attach much 
greater importance to job security than to wages (Johnston, 1985). Nei- 
ther does the strategy take into account the regional aspect of Canada’s 
industrial problems. Not only the workers but also residents 1n an area or 
region as a whole can be affected by a plant closing (Blais, 1986). Might it 
not be necessary to indemnify an entire region? 

As early as 1971, Matthews was insisting on the necessity of adaptation 
measures in order to facilitate the process of moving to freer trade. 
However, this message has only recently received more emphasis. The 
free traders have understood that they must form a broader coalition if 
they wish their strategy to prevail. Thus was born the idea of generous 
compensation for workers in declining industries, an idea that incorpo- 
rates the bias in favour of the “poor” worker. The formula assumes, 
among other things, that such workers are not clinging tooth and nail to 
their jobs, and that they are ready to trade them in exchange for some 
financial consideration. This type of calculation is customary for econo- 
mists, but it is by no means certain that workers see things in the same 
light. 


Virtues of the Market 


It is Watson (1983, pp. 97-98) who attacks government intervention in 
industrial development most coherently. He takes care to emphasize 
that he is not opposed to all government intervention: 


there are many other areas of economic activity in which governments 
obviously have a crucial role to play and in which they can hope to be at least 
moderately successful. They can clearly do much good by assuring the public 
safety and by encouraging and enforcing the act of contract. They should 
probably also be active in taking resources from those who have much and 
giving them to those who have demonstrably little. . . . Thus to be against an 
active industrial policy is not necessarily to be anti-government. 


Watson is favourable to compensation for workers, and wishes to dis- 
sociate himself from the ‘““small-minded ideologues” of the extreme right 
who question any government intervention. Rather, each type of inter- 
vention should be examined on its own merits. This constitutes recogni- 
tion that, despite what may have been said about fiscal revolt, govern- 
ment action is seen as legitimate (Johnston, 1985; Blais and McRoberts, 
1983). 
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Watson’s argument (1983, p. 25) is relatively simple. First, “there are 
at least prima facie grounds for supposing that market processes are 
better than alternative forms of organization at delivering an efficient 
allocation of resources.” Here, he is in a strong position: the market is 
usually a guarantee of efficiency. Naturally, he admits that the market 
has its imperfections, which take the form of public goods and exter- 
nalities, but this is not a sufficient condition: 


the existence of external benefits and costs clearly creates a potential role 
for government. .. . Nevertheless, the possibility of government failure 
cannot be dismissed. An optimal allocation requires not merely that more 
(or less) of those goods that create external benefits (or costs) be produced, 
but that production be expanded (or contracted) until the social benefit from 
the extra unit of output just equals its social cost. (p. 40) 


The word is out. The market may be imperfect, but do not forget that 
‘““sovernments — perhaps occasionally, perhaps often — may operate 
in inefficient ways” (ibid., p. 25). On the one hand, politicians and 
bureaucrats have objectives to pursue which may lower the priority of 
the concern for efficiency. On the other hand, the government, like any 
apparatus of authority, has “strong thumbs, but no fingers” (ibid., p. 29). 
Developing an industrial strategy is more complex than distributing 
pensions, and the bureaucratic machinery does not have the flexibility 
required to do so.’ In addition, “the public agent does not go out of 
business if he or she is inept” (ibid., p. 30), and incentives for efficiency 
are thus less great. Besides, another difficulty “with firm specific 
assistance is that without strict administrative control it creates abun- 
dant opportunities for corruption” (Watson, 1984, p. 208). As a result, 
“there is every reason to expect that government failure is as serious as 
market failure’ (Watson, 1983, p. 30). Industrial policy is thus a mislead- 
ing solution. 

Watson’s recommendations follow logically from these observations. 
First, the government should intervene as little as possible: “public 
policy should restrict itself to patching up obvious market failures, when 
this is possible” (ibid., p. 98, emphasis in the text). Secondly, when 
intervention seems justified, the measures should be as simple and as 
general as possible, since the adminisiration does not have the compe- 
tence or the organizational flexibility required to take decisions on 
details. 

Watson’s position 1s appealing both because of its contribution to the 
debate and because of the quality of his argument. He has succeeded in 
explaining in relatively simple terms what the basis is for most econo- 
mists’ reticence toward a vigorous industrial policy. The argument has 
force with regard to selective measures, since it goes back to the idea 
held by the general public regarding the bureaucracy: that it is an 
inefficient body.® 


Blais 73 


The Regional Question 


The regional question shows up in almost every debate in Canada, and 
industrial policy is no exception. Regional considerations are explicitly 
invoked by the Economic Council and the Science Council. In Looking 
Outward, the Economic Council looks at the regional impacts of freer 
trade. In 1983, the Science Council published The Challenge of Co- 
operation (Jenkins, 1983), which, in the words of the Chairman, “‘analy- 
ses the difficult problems raised by the existence of distinct regional 
economies” (p. 11). 

The clearest proposals put forward on this subject is that of the 
economist Courchene, who believes that the principal remedy for 
regional disparities is the marketplace, and particularly capital and 
labour force mobility: 


For example, suppose that real wages are higher in region A than they are in 
region B. . . . Under these circumstances, people will tend to move out of 
region B toward region A to take advantage of higher wages in region A. 
Investment capital, on the other hand, will tend to flow in the opposite 
direction to finance industry in region B and therefore to take advantage of 
the lower wages — 1.e. lower cost labour supply. The net result will be a 
tendency for wages and the return on investment to be “equalized” between 
the two regions. (1978, p. 148) 


Naturally, this position is debated. Polese (1981) in particular suggests 
that the selective nature of migration (in relation to age, education, etc.), 
as well as its multiplier effect, can, on the contrary, have the effect of 
increasing regional inequalities. The empirical data prove Courchene 
only partially correct: mobility indeed seems to contribute to a reduction 
in inequalities, but it is only one of the factors involved (Mansell and 
Copithorne, 1985). The conclusion of the Economic Council of Canada 
(1977, p. 179) probably expresses the dominant position: ““Examination 
of empirical data suggests that migration might help a little to reduce 
regional disparities . . . but it could hardly become a panacea.” 
Indeed, the mobility option is advanced cautiously. As Matthews 
(1981) points out, Courchene himself rarely speaks explicitly of migra- 
tion, preferring the concept of “natural adaptation.”’ He recognizes that 
it is unlikely that regional transfers, which he attacks, will be abolished 
(Courchene, 1978, p. 157). The legitimacy of government intervention in 
regional development is widely accepted by public opinion. In Canada 
83 percent are of the opinion that the federal government should concen- 
trate its efforts in the disadvantaged regions (Decima Quarterly Report, 
1981-83, question 375). Despite all the virtues attributed by economists 
to mobility, it is perceived more as a problem than a solution. The vast 
majority of people, particularly in rural areas, do not want to change 
their environment (Campbell et al., 1976, pp. 260-61). Even in urban 
centres, local roots are often deep (Andrew, Blais and Desrosiers, 1976). 
Therefore a policy explicitly and primarily based on worker mobility can 
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be defended only with difficulty on the public platform. As noted by 
Bonin (1981, p. 498), “the federal government, of whatever party, would 
find difficulty in being without a program aimed at reducing regional 
economic disparities” [translation]. This does not mean that encourag- 
ing mobility is without symbolic appeal. On the contrary, in a society 
that values “openness,” and even more strongly in “enlightened” cir- 
cles, ‘““mobility” is better than “immobility.”” Viewed in this light, pro- 
grams to facilitate worker mobility are quite acceptable. Attachment to 
one’s environment being what it is, however, a solution aimed at massive 
labour force migration is of little interest. 

The most virulent criticism of Courchene’s model is that of Matthews 
(1981), who instead proposes a “sociological” model based on the theory 
of dependence. The flaws in the latter, sociological, analysis have been 
exposed by Woodfine (1983). One of the most interesting aspects of the 
debate is that of the employment-income dynamic. Economists stress 
that regional disparities show up mainly in employment rather than 
income (Mansell and Copithorne, 1985). Hence the notion that it would 
perhaps be better to decrease workers’ incomes by, for example, abol- 
ishing legislation on minimum wages and by attacking unemployment 
(Courchene, 1978). Matthews (1981, pp. 273-74) refuses to contemplate 
this possibility. However, there could be good sociological reasons for 
placing emphasis on safegarding employment rather than maintaining 
income. While it is true that “‘people may so value their way of life that 
migration is simply a last resort” (Matthews, 1981, p. 276), a lower wage 
could be an acceptable compromise. It is as if there were only two 
options: either support those who advocate reducing regional disparities 
across the board and demand more money and more jobs for workers, or 
let “unproductive” market trends prevail. 

It is interesting to note that the mobility argument is really made only 
in the Canadian geographic context. When relations between Canada 
and other countries are involved, the debate centres on the free circula- 
tion of goods. The free circulation of persons, under a more open 
immigration policy, could have as great, or greater, impact, but this is a 
solution no one proposes, because it is clearly both socially and politi- 
cally unacceptable. Canadians are strongly opposed to the idea that any 
individual who wishes to settle in their country should be able to do so 
by his or her own choice (Johnston, 1985) and find the vision of a tide of 
immigrants of all races and origins invading Canada “at will” scarcely 
appealing. The call for mobility must not, therefore, extend beyond 
Canada’s borders. Even within them, the call is timid. 


Conclusion 


According to Edelman (1964), the dominant characteristic of political 
action is its symbolic dimension. Edelman showed especially how politi- 
cal elites seek to influence the expectations of the population, and thus 
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to ensure its support. These manoeuvres are revealing signs of the 
necessity for those who govern in a democratic society to identify 
themselves as the legitimate representatives of its citizens. This legit- 
imacy is, in part, conferred upon them by the method by which they are 
designated, that is, by elections, but it also depends on their policies. 
Thus the agenda resembles a competition of ideas in which the symbols 
that are successfully imposed as those associated with the public inter- 
est are the winning symbols: “new candidates for legitimacy symbols 
will be successful in direct relationship to their perceived harmonious 
relation to major value patterns of the society” (Merelman, 1966, p. 555). 

The debate concerning Canada’s industrial policy illustrates this 
assertion nicely. In this paper it has frequently been possible to state that 
certain options were proposed only indirectly or timidly because they 
were in opposition to the dominant ideas or values of the society. The 
fact that these ideas and values are not free of contradictions, however, 
leaves some margin of manoeuvre to those who wish to change them. 

The dominant image in the field of industrial policy appears to arise 
from the theme of openness. The Canadian economy must be “open” to 
the international economy, must adapt to industrial changes; innovation 
and adaptation to the new international context must be encouraged. 
People will speak of opting for the “‘virtuous circle” of taking the 
offensive rather than the “vicious circle” of being on the defensive 
(Stoffaés, 1978). In the same vein, Chandler argues in this volume 
(chap. 5) that countries in industrial decline are those which have tended 
to protect workers and regions from change, rather than supporting 
them during change. An industrial strategy that focusses primarily on 
stability is thus ruled out from the start. On the other hand, the need for 
stability cannot be completely ignored. It is a constraint that must be 
taken into account when one wishes to implement a policy facilitating 
long-term change. Traditional values, which the majority of the popula- 
tion still accept, find few defenders in the debate with which we are 
concerned, as it is dominated by the educated, modern elite. No one 
dares to propose a more protectionist policy, or to advocate less research 
and development. 

The debate concerning industrial policy also raises the question of the 
roles of private enterprise and the state. The ideology of free enterprise 
is clearly the dominant one in North America, and is particularly preva- 
lent in the United States. Lipset and Schneider (1983, p. 282) note that 
“the concept of free enterprise has a powerful appeal and is typically 
endorsed by over 90 percent of the population.” Free enterprise is 
perceived as conducive to a high standard of living, individual freedom, 
and technological development. Private enterprise is also deemed 
clearly more efficient than public administration. In the same vein, 
Chong et al. (1983, p. 407) note that “the vast majority of Americans 
consistently uphold such key capitalist notions as private property, the 
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profit system, economic competition, and the general fairness of the 
private enterprise system.” While the Canadian political culture is cer- 
tainly less monolithic, the ideology of free enterprise is still dominant. 
Almost 60 percent of Canadians think that private industry serves the 
economic interests of the average citizen better than does the govern- 
ment (Decima Quarterly Report, 1982—83, question 469). On more spe- 
cific matters, opposition to government mismanagement is less pro- 
nounced, but this only confirms the prejudice in favour of the values 
represented by free enterprise. 

Thirdly, emphasis in this debate is placed more on the mobility of 
goods than of persons. The Economic Council of Canada has made itself 
the prime proponent of a free trade zone with the United States. Only at 
a lower level do some of the more audacious, such as Courchene, risk 
vaunting the virtues of mobility. For most Canadians, mobility is not 
considered a good but an evil which is occasionally necessary, and this 
type of scenario is highly unlikely to arouse enthusiasm. 

Finally, we have been able to observe the considerable importance of 
the widely held image of “big guys” and “little guys.” In popular 
mythology, the big guy is necessarily the “bad guy” and the little guy the 
“good guy.’ Moreover, it is necessarily the big guy who will devour the 
little guy. Thus it is difficult to persuade people that a free trade zone 
between the United States and Canada will benefit the latter. The idea of 
assisting workers rather than businesses appears completely legitimate, 
because it tends in the direction of what is considered morally good and 
fair. In a democratic society, the big guys are unhappy: 


The “big guys” don’t dare to complain in the open; they defend themselves 
indirectly because they know their cause is unpopular and, at bottom, they 
often doubt its legitimacy. (de Closets, 1982, p. 101, translation) 


Notes 


This study is a translation of the original French-language text, which was completed in 
February 1985. I wish to thank Herman Bakvis, Alan Cairns, Stéphane Dion, Robert 
Young and two anonymous referees for their comments on a draft version of this text. 


1. McFetridge (1977, p. 87) states this assumption explicitly: “This study has confined 
itself to policy recommendations which can be directed directly from a simple, albeit 
abstract, theory of the role of the state in economic life. This theory assumes that the 
principal criterion by which one evaluates proposed government actions is their effect 
on real per capita income.”’ Watson (1983, p. 45) also writes that ‘““what is profitable — 
not what is fashionable — should be done.” 


2. The possibility cannot be denied, however, that this “need” could be reassessed if the 
real cost of the measures put in place were clearly identified. 

3. Eighty per cent of Canadians feel] that the government wastes a great deal of money 
(Kornberg et al., 1982, p. 68, Table 3.3). See also Johnston (1985) on anti-government 
sentiments. 
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4. For this reason one may well be sceptical about the Economic Council of Canada 
recommendation (1983) that subsidy programs be established based on a cost-benefit 
analysis of each project. At the very least, it may be observed that such a measure 
would create jobs for economists, who are the only ones qualified to carry out the type 
of analysis proposed, in the same way that the strategy proposed by the Science 
Council favours scientists and engineers (Daly and Globerman, 1976). 

5. The idea that Canada is a small country seems to go without saying among economists 
even though, compared to other OECD countries, it is medium-sized. But clearly it is 
small if the United States is the norm. 

6. For a formal demolition of this attractive myth, see de Closets (1982, p. 58): “To seek 
inequalities among the French is not at all original . . . the ‘big guys’ are denounced, 
the ‘little guys’ receive pity; no one speaks of the ‘middle guys’; everything is judged by 
a monetary yardstick. Such talk is always well received. Naturally, it elicits the 
righteous indignation that gives everyone the feeling of working for justice, of stealing, 
without any risk whatsoever, to help the poor. . . . The system that generates these 
inequalities cannot be reduced to the capitalist-worker dialectic. This is a shame, 
because this scenario, which parallels that of the “big guys’ and the ‘little guys,’ suits 
everyone.” [Translation] 

7. For a more detailed view of the debate surrounding this question, see the study by 
Atkinson in this volume (chap. 7). 

8. Johnston (1985, chap. 2, p. 12) notes that everyone, or almost everyone, agrees when a 
proposal is made to reduce the size of the public service. 
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The Politics of Private Investment 


DAVID MARSH 


Despite the fact that many politicians assert that the market is an 
effective, indeed the most effective, way of allocating resources, there is 
little doubt that in all developed capitalist societies the state is deeply, 
and it appears increasingly, involved in economic management. At the 
same time the legislative and administrative decisions of the state clearly 
influence the activities of business. In a market economy, capital is 
inevitably a crucial economic and political resource. This study is con- 
cerned with both elements of this reciprocal relationship. 

The major proposition that the study examines is one put forward by 
structuralists, namely that because governments are dependent on pri- 
vate investment, the business community has a privileged position in 
influencing public policy. In the first section I shall examine briefly a 
theoretical justification of the basic proposition, leading into a series of 
hypotheses about the structural position of business, or capital, which 
can be examined empirically. The second section will attempt to test the 
hypotheses against available data on the political economies of the 
United States and western Europe. The proposition also suggests that 
the privileged position which capital enjoys is reflected in policy deci- 
sions taken by government, particularly in those areas that most concern 
capital, such as industrial policy, industrial relations policy or prices and 
incomes policy, and a third section will deal with this contention. As 
space is limited, and any case study of public policy has to be fairly 
detailed to be of any use, the main empirical material for this discussion 
is drawn from the country with which I am most familiar, Britain. 
However, I shall be concerned to relate the case study of Britain to a 
broader context. The final section of the study will then reexamine the 
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structuralist proposition in the light of the material presented. My con- 
tention in this conclusion will be that the proposition has major limita- 
tions and that a much more sophisticated formulation of the relationship 
between capital and the state in modern capitalist society is necessary. 


The Structuralist Position 


The structuralist position within Marxism emphasizes the external con- 
straints that prevent the state elite from developing and implementing 
policies contrary to the interests of capital. To a Marxist like Jessop! 
these constraints are based upon what might be called “the institu- 
tionalized right of capital withdrawal.” In this view the state will be 
obliged to act in the interests of capital because of the threat of an 
investment strike by one or more sections of capital. On most occasions 
this threat will be implicit but nevertheless potent as the state elite is well 
aware of the crucial position of capital and of its flexibility. However on 
occasion the threat will be explicit as capital engages in organized efforts 
to provoke economic destabilization to influence government. The 
emphasis here is upon the necessary constraints imposed by the basic 
relations within the economic system rather than, as in the instrumen- 
talist position, upon the activity of interest groups or political parties 
that forward the interests of capital. 

This essentially structuralist explanation of the power of capital is not 
however confined to Marxism. Indeed perhaps its most influential advo- 
cate is Charles Lindblom, who would certainly not regard himself as a 
Marxist. In fact until the publication of his much vaunted book Politics 
and Markets,* Lindblom could be regarded as a leading member of the 
American political science pluralist establishment. His work is worthy 
of brief consideration here both because it offers perhaps the most 
convincing theoretical exposition of the proposition with which I am 
concerned, and because from it I can generate a series of hypotheses, 
derived from that proposition, which I shall test in the next section. 

According to Lindblom, every political system needs a mechanism for 
taking decisions about jobs, prices, production and grants. Such deci- 
sions are inevitably public in two senses: they affect the standard of 
living and economic security of everyone, and the performance of the 
economy crucially influences the Government’s reelection prospects. In 
a private enterprise system most of these decisions are made not by 
ministers and civil servants but by businessmen. In other words, busi- 
nessmen control key decisions on all aspects of production and distribu- 
tion. Moreover, capital is a flexible resource; its owners and controllers 
can choose whether, or where, to invest. In consequence a major, 
perhaps the major, function of government is to encourage businessmen 
to invest and produce, thus increasing GNP and improving everyone’s 
standard of living. 


84 Marsh 


The point is that ina market system businessmen cannot be compelled 
to invest in a particular way; rather, they must be offered incentives — 
usually subsidized services, grants, or government contracts. All this 
means is that, to Lindblom, businessmen are different from other inter- 
ests in society: 

In the eyes of government officials, therefore, businessmen do not appear 

simply as the representatives of a special interest, as representatives of 

interest groups do. They appear as functionaires performing functions that 
government officials regard as indispensable. When a government official 
asks himself whether business needs a tax reduction, he knows he is asking 

a question about the welfare of the whole society and not simply about a 

favour to a segment of the population, which is what is typically at stake 

when he asks himself whether he should respond to an interest group. 


So businessmen act almost as public officials and in some sense their 
interests can be regarded as the interests of all. If business is efficient and 
productive it increases everyone’s standard of living and economic 
security. To this extent what is good for General Motors is good for 
America. In effect, the structural position of business in the economy 
gives it a veto over government policy decisions. 

To Lindblom then, the key power of capital is structural. In fact this 
structural constraint has two aspects. It rests partly upon capital’s 
potential to cause economic disruption, for example through an “‘invest- 
ment strike.” This threat is implicit, rather than explicit, in that it exists 
regardless of whether the threat is actually expressed by business inter- 
est groups or businessmen. Indeed, the key element of the threat is 
perhaps the anticipatory reaction of government. Government antici- 
pates the interest and reaction of capital without the need for interest 
group representations. As Lindblom puts it: 


Mutual adjustment is often impersonal and distant. It operates through 
unspoken deference of administrations, legislatures, and courts to the needs 
of business. And it relates on a multitude of common tacit understandings 
shared by the two groups of leaders, business and governmental, with 
respect to the conditions under which enterprises can or cannot profitably 
operate.4 
At the same time however, Lindblom emphasizes that capital also exer- 
cises ideological control through its manipulation of the views, or in 
Lindblom’s terms “‘volitions,” of the population. Here the idea is that a 
group may exercise ideological hegemony, with the dominant ideology 
of society serving its real interests. The crucial point here is that if that 
dominant ideology legitimizes a particular group’s interests as the 
‘national interest” then that group’s interests are likely to be served 
regardless of any representations it makes to government. This process 
might be best regarded as ideological control. In fact Lindblom views 
business as capable of, and in many cases actually exercising, such 
control: 
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Consider the possibility that businessmen achieve an indoctrination of 
citizens so that citizens’ volitions serve not their own interests but the 
interests of businessmen. Citizens then become allies of businessmen. The 
privileged position of business comes to be widely accepted. In electoral 
politics, no great struggle needs to be fought. 


One of the major achievements of his book, however, is that it indicates 
how that structural constraint is clearly reflected in the decisions of 
government. Too many authors, particularly Marxists, talk generally of 
structural power without considering its translation into decision mak- 
ing. In contrast Lindblom clearly delineates the relationship: 


Government exercises broad authority over business activities. But the 
exercise of its authority is curbed and shaped by the concern of government 
officials for possible adverse effects on business, since adverse effects can 
cause unemployment and other consequences that government officials are 
unwilling to accept. 

In other areas of public policy, the authority of government is again 
curbed and shaped by concern for possible adverse effects on business. 

Hence even the unspoken possibility of adversity for business operates as 
an all-pervasive constraint on government authority. 

Mindful of government concern for business performance, businessmen, 
especially corporate executives, actively voice and negotiate demands on 
government, with the implicit threat of poor performance if their demands 
are not met. 

For all these reasons, business officials are privileged not only with 
respect to the care with which government satisfies business needs in 
general but also in privileged roles as participants in policy deliberations in 
government.® 


To Lindblom, then, business occupies a privileged position which no 
other group enjoys. Indeed other groups like unions, farmers or doctors 
can enjoy only limited, and often temporary, privilege. Despite this, 
however, capital’s position is not sinister: 


To understand the peculiar character of politics in market-oriented systems 
requires, however, no conspiracy theory of politics, no theory of common 
social origins uniting government and business officials, no crude allegation 
of power elite established by clandestine forces. Business simply needs 
inducements, hence a privileged position in government and politics, if it is 
to do its job.’ 


There is hope because, while government cannot command business, it 
can negotiate with it. Politics in such a system is all about trade-offs 
between business and government. Governments offer incentives and 
thus increase profitability in return for economic progress and business 
cooperation. “The key strategy is, in effect, to pay business to waive 
some of their privileges.’’® Lindblom’s view of the structural position of 
capital, and indeed that of much of the Marxist material, suggests a 
number of empirically testable hypotheses: 
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¢ Private investment is crucial to contemporary capitalist economies. 

¢ Governments’ reelection chances are largely determined by economic 
performance. 

¢ Capital is increasingly international and flexible. 

¢ Capital uses its privileged position to pressurize government through 
the threat of investment strikes, and other such tactics. 

¢ Governments respond to this pressure by providing increased incen- 
tives to business. 

¢ Government incentives play an important role in the investment deci- 
sions of firms. 


These hypotheses will be examined in turn. 


The Significance of Private Investment 


If private investment is not crucial in the economy, and the first of our 
hypotheses states that it is, then obviously any argument about the 
structural position of capital will be weakened. There is little doubt that 
western governments believe that private investment is important or that 
they have intervened increasingly to attempt to stimulate that invest- 
ment. Table 3-1, which indicates the relative level of state and private 
investment in six European countries, shows that the private sector 1s 
the most important source of investment in all cases. In contrast, direct 
investment by states in 1979 was less than 18 percent of total investment 
in each country. At the same time, investment grants and subsidies 
account for a significant proportion of private investment in all the 
countries although it is considerably higher in Britain and Italy than 
elsewhere. Nevertheless, perhaps the most interesting row in the table is 
the last one; in no country does private enterprise provide more than 
two-thirds of the investment if government grants and subsidies to 
private enterprise are deducted. Indeed in Britain the figure drops well 
below 50 percent. Clearly, then, while private investment is the most 
important single element of investment everywhere, the state plays a 
larger role in some countries than in others, and in Britain in particular 
the state and the public sector are a more important source of investment 
than is the private sector. 

Table 3-2, which deals with the level of investment in relation to gross 
domestic product (GDP) in the world’s major economies, reveals another 
significant point. It is clear from these data that investment is par- 
ticularly low in Britain and the United States and particularly high in 
Japan. More interestingly, if we compare Tables 3-1 and 3-2, the level of 
investment in relation to GDP in a country appears to bear no obvious 
relationship to the extent of the subsidies and grants to stimulate such 
investment. As I have already said, investment grants and subsidies 
account for a considerably greater proportion of investment in Britain 
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TABLE 3-2 Gross Fixed Capital Formation as a Percentage of Gross 
Domestic Product, 1962-82 


1962 1965 1970 1975 1980 1981 1982 
United States 17.6 18.8 17.6 17.0 18.5 18.0 16.6 


Japan Bae MULE att A NL Tee SPE ane OS OE RE DNS Rea 
West Germany 2 WEE TOSS vee CUS een 2 ames 
France 2 Am eer vod Caw ee rd, Seba 2 ke Ae A 20.5 
United Kingdom 16.8 18.2 18.5 19.5 17.4 Laue 15.4 
Italy PAN 193) 202) 42) 20.6 LL ptsy Dowel bes 19.0 
OECD Europe PD ED te OIE PS DEANS sine ds TS see 4 Oa 20.4 19.5 
European Economic 

Community DAO Be a PB Aas alae eA ball A i 20.9" “19.8 18.9 
Total OECD 


less United States 25.3 23.8 Pde be 24.1 23.2 23.3 P58 
Source: OECD Economic Outlook 34 (December 1983): 154. 


and Italy than in West Germany and France; yet the level of investment 
is marginally higher in West Germany and France than in Italy and 
significantly higher than in Britain. I shall return to this point at length 
later when I look at material on the investment decisions of firms. 


Economic Performance and Government Popularity 


Government clearly offers incentives to encourage firms to invest on the 
assumption that such investment stimulates growth and leads to eco- 
nomic prosperity and, in the government’s terms, reelection. But ts 
government popularity largely determined by economic factors? Until 
recently the general consensus seemed to be that the answer to this 
question was a qualified yes. It was qualified for a number of reasons. 
First, researchers found that economic factors have different effects on 
voters with different partisanship, that is, that the bias and intensity of 
voters’ partisanship shapes their perception and interpretation of eco- 
nomic data.? In addition, other research indicated that electors held 
different political parties responsible for different economic factors. 
Parties of the right are more likely to lose votes if inflation increases than 
if unemployment increases, while the reverse is true for left-wing par- 
ties.!° At the same time the literature also makes it clear that economic 
factors have different effects on different social groups, and this in turn 
affects the voters’ perception of economic conditions, and of parties’ 
responsibility for them.!! 

More recently, more attention has been paid to the impact of political 
factors such as wars and scandals! and political events!? on government 
popularity. Of the studies that consider the importance of political 
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variables, Mackuen’s is possibly the most interesting. !4 It compared the 
relative effects of changing economic conditions and dramatic political 
events on the popularity of American presidents between 1963 and 1980 
and concluded that they were about equal: 


Clearly citizen evaluations are as heavily affected by the President’s action 
in the symbolic political arena as they are by fluctuations in economic 
conditions. A President cannot, and need not, rely on economic success to 
maintain his political support. !5 


In Britain evidence on the 1979-83 Conservative Government is even 
more revealing. The popularity of the Conservative Government and 
Mrs. Thatcher declined substantially after the end of 1980. Indeed, the 
percentage of the electorate believing Mrs. Thatcher was doing a good 
job reached an all-time low for any British prime minister in August 
1981.'© Her recovery, and that of her party, in the opinion polls owed 
something to the internal troubles of the Labour party and the weakness 
of the major Opposition leader Mr. Foot, but most, if not almost all, to 
the military action against Argentina in the Falklands. Certainly eco- 
nomic factors played a minor role in her successful surge to reelection in 
June 1983. 

Economic performance is clearly a key factor affecting government 
popularity, and governments are therefore crucially concerned to pro- 
mote economic prosperity by, among other things, offering incentives to 
private enterprise to invest. However, there is an increasing amount of 
evidence which suggests that political factors also play a key role in 
government popularity, and that governments can overcome economic 
adversity to win elections. 


The Flexibility of Capital 


Capital’s ability to constrain government will depend a great deal upon 
its flexibility. If it intends to exercise its power directly then it has to 
convince government that it has the capacity to move capital and to 
withdraw or relocate production, and that it will do so unless govern- 
ment cooperates. The view of capital implicit in such an argument, 
however, seems oversimplified. There is certainly no doubt that capital is 
now internationally mobile, but its degree of mobility varies, particularly 
as between sectors. Here I shall examine first the extent of the flexibility 
of capital and then the limitations upon it. 

The mobility of capital is a major feature of modern economies; it has 
increased substantially in the last twenty years for a number of reasons. 
Initially there was a major expansion of world trading by the United 
States and her allies after 1945, backed by U.S. military strength and 
linked with a revolution in transportation and communications. At the 
same time, and in an accelerating manner, technological advances made 
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it quite possible to locate different stages of the production process in 
different places. What is more, the increase in international industrial 
concentration led to the centralization of decision making in a few hands 
and gave the few decision makers considerable flexibility as to where, 
and in what, they invest. All these developments have been reinforced 
by the growing instability in the world economic order since the dissolu- 
tion of the Bretton Woods agreement in 1971 and the growth of the 
Eurocurrency market.!” 

Of course capital can relocate production within one country, and 
Bluestone and Harrison chart the extent of production mobility within 
the United States, where this phenomenon is most developed.!® The 
most dramatic and consistent movement has been from the old industrial 
areas extending from Maine to Michigan, the “frost belt,’ to the more 
recently industrialized southern and southwestern states, the “sun 
belt.”. Indeed Bluestone and Harrison report data that show that: 


No matter where the home offices or their own factories, corporations, insur- 
ance companies or banks may be located, the nations’ capitalists are investing 
most of their money outside of the old industrial “frost belt”. Over the [period 
from 1960 to 1976], for example, the Southern manufacturing capital stock 
grew almost twice as fast as that of the Northeast, and 65% faster than in the 
North Central region. The states that experienced the fastest growth of man- 
ufacturing capital lie in a band stretching from Kentucky and Tennessee south 
and west to Texas. The slowest growing states are those whose manufacturing 
plants have long made up the heartland of organized labour: Wisconsin, 
Michigan, Illinois, Indiana, Ohio, New York, New Jersey and Pennsylvania. 
The correlation between these geographical patterns of capital investment and 
employment shifts . . . is unmistakable.!9 


It is also worth noting that this mobility has had such a strong effect on 
patterns of employment that individual states have offered a wide variety 
of grants and incentives in order to attract capital. I shall assess the 
consequences of such incentives later. 

While intraregional shifts are of interest, this study is most concerned 
with the mobility of capital between countries. Here the figures are 
consistently large. In the next paper in this volume, Lynn Mytelka 
indicates the vast scale of direct foreign investment by the major indus- 
trialized countries. However, here I shall concentrate on evidence of 
decisions by companies on the location and relocation of production, 
since it is such decisions that might be used by companies to pressure 
government into offering incentives or making policy concessions. For 
this reason I shall look in some detail at the work of Frobel et al. on West 
Germany2° and Gaffikin and Nickson on Britain.7! 

Frobel et al. in effect produced three related case studies. In the first 
section of their work they examined the most important structural 
changes which have occurred in the West German textile and garment 
industries, investigating 214 textile and 185 garment companies in depth. 
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In the second section they presented data on 602 West German manufac- 
turing companies that had at least one subsidiary abroad. The aim here 
was to analyze the worldwide redistribution of production sites for all 
West German manufacturing industry. The third section of the book was 
based on data from 103 countries in Asia, Africa and Latin America 
where, by the mid-1970s, there were literally thousands of factories 
producing almost exclusively for the developed countries. The authors 
attempted to discover whether the growth of such factories helps the 
development of the countries in which they are located.** However in 
doing so they also threw further light on the reasons why transnational 
corporations (TNCs) invest in such countries. This aspect of their work 
will be examined in a later section. 

The overwhelming conclusion reached by Frobel et al. is that the 
mobility of capital has dramatically increased. The picture is similar 
whether only data from the garment and textile industry are considered, 
or data from the entire manufacturing sector are included. Indeed, the 
authors estimated that the number of foreign workers directly employed 
by West German manufacturing companies amounted to 20 percent of 
the total domestic manufacturing labour force.?? As they concluded: 


[this case study illustrates] the changed conditions in the world [political 
economy] which are forcing industrial undertakings, regardless of size and 
industrial branch, to reorganize their production. In an increasing number 
of cases, this reorganization involves the relocation of production abroad. 
To conclude: the new international division of labour is manifested in the 
changing world distribution of, in this case, Federal German production 
facilities. The high level of structural unemployment in Federal Germany is 
an inevitable result of the transfer of industrial employment elsewhere in the 
world.?4 


One of the main limitations of the work of Frobel et al. is that it only deals 
with the period up to 1974. In contrast Gaffikin and Nickson, while their 
work is not nearly as thorough, look at the relocation of production from 
Britain in the period between 1978 and 1982. They are primarily con- 
cerned with the movement of capital, and thus jobs, out of one area of 
Britain, the West Midlands. However, they report data on a study of the 
50 largest British manufacturing companies, most of which are multi- 
national corporations (MNCs). In 1978-79 these companies had a com- 
bined overseas production of over $20 billion — which represented 36 
percent of their global output. Indeed 9 of these companies produced 
over half of their global output overseas and, by 1981-82, overseas 
production had increased to 44 percent of their global output. At the 
same time, overseas production was three times as important to these 
companies as exports in 1978-79, and by 1981-82 it had risen by 24 
percent while exports from the United Kingdom grew by only 10 per- 
cent. By 1982 only 4 of these top 50 companies had exports greater than 
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their overseas production.*> This is startling evidence of the mobility of 
capital but it is reinforced by a more detailed consideration of the 
activities of the 10 largest manufacturing companies in the West Mid- 
lands. Gaffikin and Nickson conclude: 


Between 1978 and 1982 the combined global output of these 10 companies 
rose by 4.3% p.a. from £10,722mn to £13,868mn. . . . The combined value of 
production by these companies in Britain, comprising output for the domes- 
tic market as well as for export, rose by only 1.7% from £7,529mn to 
£8,218mn, while the value of overseas production by these companies rose 
by 12.1% p.a. from £3,193mn to £5,650mn over the same period. As a result 
the share of overseas production in the combined global output of these 
companies rose from 30% to 41% between 1978 and 1982.26 


This movement of production was reflected in a rapid increase in unem- 
ployment. 


In 1978 these 10 companies employed a combined total of 686,694 workers 
throughout the world, of whom 513,466, equivalent to 75% of the total, were 
employed in Britain. By 1982 the global workforce of these same companies 
had fallen by 23% to 530,275. 

This fall in the global workforce was accounted for exclusively by cut- 
backs in Britain, where the total workforce fell by 31% from 513,466 in 1978 
to 353,508 in 1982 — a loss of 159,958 jobs in just five years. Meanwhile the 
overseas workforce of these companies rose by 2% from 173,228 to 176,767 
in spite of the world recession. As aresult of these changes, the British share 
of the global workforce of these companies fell from 75% to 67% between 
1978 and 1982.27 


Of course it might be argued that the relocation of production from 
Britain is greater than from elsewhere, given the country’s specific 
economic problems. However we have already seen similar trends in 
West Germany, and Bluestone and Harrison give ample evidence of the 
relocation of capital from the United States.?8 It seems relatively uncon- 
tentious to state that capital is increasingly becoming internationalized 
and flexible. 

There can be little doubt that banking capital enjoys the greatest 
flexibility. In the absence of government constraints, there is little to 
prevent its relocation to wherever the returns are greatest, as has been 
particularly noticeable in Britain since the abolition of exchange con- 
trols in 1979. Indeed a striking feature of the outflow of capital in this 
period has been the surge in portfolio investments — the purchase of 
shares and other securities issued abroad — by U.K. financial institu- 
tions, especially life assurance companies and pension funds. Nev- 
ertheless the internationalization and mobility of banking capital is 
probably best illustrated through a brief consideration of one of the key 
elements in the political economy of contemporary capitalist states, the 
Eurocurrency, or more specifically the Eurodollar, market. 
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The Eurocurrency market developed at the end of the 1960s and 
grewrapidly in the 1970s. From the late 1950s the U.S. government had 
begun to run a balance-of-payments deficit, paying out more than was 
received and doing so in dollars. Although these dollars could have been 
held in accounts in New York, or exchanged into other currencies, their 
owners chose to open dollar accounts in Europe and elsewhere to avoid 
U.S. political jurisdiction and control over interest rates. 

In fact, Coakley and Harris identify three reasons for the growth of the 
Eurodollar market.?? First, the Eastern bloc countries needed to hold 
dollars in order to trade but were reluctant to hold them in American 
banks for fear that the U.S. government might freeze their accounts in 
pursuit of some political objective. Second, and even more important, 
dollar holders wanted to avoid the controls that the U.S. government put 
on the rates of interest payable on deposits; the European banks attrac- 
ted dollar deposits simply by paying higher interest. Third, the increase 
in oil prices in 1973 meant that the oil exporting countries, particularly 
Saudi Arabia, had huge amounts of dollars to invest. The great bulk of 
this money went to Europe, mostly to London, and into bank deposits 
rather than bonds, shares or property. This money was then lent by the 
banks mainly to governments but also to large corporations and other 
banks. 

Why is this market important? First of all, the scale of it is immense: 
by 1982, it was running at U.S.$2,015 billion.*° Moreover, the market is a 
very volatile one, indicating the flexibility of capital, particularly bank- 
ing capital. Finally the importance, and size, of this market in any 
country is directly related to the extent of the controls imposed on it by 
governments. Its major centre is London, largely because of the absence 
of controls imposed on it by the British government, and the City of 
London owes much of its current status as perhaps the world’s major 
financial centre to the Eurodollar market. 

These characteristics of Eurocurrency dealings lead inevitably to two 
other particularly important points. The existence of this market inevita- 
bly constrains the autonomy of all governments whose trade currencies 
affect exchange rates and, as Coakley and Harris argue, “even though 
much movements of the exchange rate are not determined by the “real” 
economy’s trade and investment flows, the cost of imports and exports is 
affected by them.”’! 

They might also have added that exchange rate fluctuations are likely to 
affect interest rates and thus public sector spending and the general level of 
economic activity. Of course the existence of this market also has a par- 
ticular importance for those countries in which the trading takes place and, 
although this point refers particularly to Britain, it is also significant when 
considering the political economy of the United States. If a government 
wishes to control its exchange rate it needs to control capital movement, a 
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very difficult matter given the existence of a Eurocurrency market. What is 
more, as Coakley and Harris again point out: 


Apart from the question of control over foreign exchange activities [of the 
dealing banks], governments cannot tax their profits, impose reserve 
requirements upon them or issue directives concerning their lending activi- 
ties without eroding the basis of their existence in London.32 


While the financial sector enjoys great flexibility, the mobility of capital 
varies by sector manufacturing industry. Here again Frobel et al.’s work 
is revealing. They indicate that flexibility is lowest in agriculture, for- 
estry, energy and mining. It is low but not as low in the stone, glass and 
ceramics industry, and the metal industry, and greatest in the chemical, 
electrical engineering and mechanical engineering industries.*+ Gener- 
ally it seems clear, and not surprising, that companies involved in the 
resource and extractive industries, or fairly closely linked to these 
industries, find it most difficult to relocate production. Even so it is 
evident that three other factors have considerable effect on the flexibility 
of capital. First, different factors, and therefore different calculations, 
are involved in original location decisions as distinct from relocation 
decisions. Once a company is located in a particular country there are 
major costs involved in relocation, particularly if the firm is operating in 
a capital-intensive industry. Second, relocation is easier for labour- 
intensive than for capital-intensive industries, because of the costs of 
writing off plant or equipment in one country and moving or repurchas- 
ing it in another. The third point, relating to the size of a corporation, is 
worth rather more detailed discussion. 

Large MNCs by definition operate in a number of countries and can 
move capital and production between countries with relative ease. 
Obviously, they can increase investment in their existing subsidiaries or 
create or purchase new ones. Moreover, there is no doubt that they can 
also move capital by trade between subsidiaries through what is known 
as transfer pricing. A large proportion of world trade in fact is trade 
between subsidiaries of MNCs. Indeed, Muller estimates that ‘““some- 
where between one-third and one-half of world trade consists of non- 
market transactions between multinationals from all home countries.” 
In the United States, he claims, “more than 70 percent of total U.S. 
exports and more than 50 percent of imports are ‘intrafirm subsidiary 
transfers’ between subsidiaries of the United States and foreign multi- 
nationals.’’34+ In such circumstances firms are tempted to manipulate 
profitability in order to minimize tax liabilities. The process involved is 
easily described. One subsidiary either sells too cheaply to another, or 
buys at an inflated price from it. In either case the first subsidiary, 
located in a high-tax country, either takes a loss or breaks even while the 
second, located in a low-tax country, makes an exceptionally high profit. 
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It is almost impossible to assess the extent of transfer pricing. As two 
subsidiaries of the same firm are involved, and the amount of informa- 
tion any firm is required to disclose is limited, it is often only if and when 
a company is prosecuted that the process is revealed. However, Gaffikin 
and Nickson report a number of such cases*> and, perhaps even more 
significantly, the OECD, and the EEC, have devoted a large amount of 
attention to developing means of controlling it.3® At the least, transfer 
pricing is an important aspect of the increased mobility of capital and, 
what is more, it is a type of mobility that is difficult, if not impossible, for 
any government to restrict or control. 

Capital held by large multinational companies, and particularly by big 
financial institutions, is more mobile than it has ever been. Moreover, 
such mobility is often encouraged by government, as it has been by the 
current Conservative Government in Britain. The Thatcher Government 
abolished exchange controls in 1979 in order to help increase the prof- 
itability of companies, profits which they hoped, expected, or at least 
claimed would be repatriated — an expectation that looks dubious given 
any knowledge of the behaviour of MNCs. The pertinent question is, in 
what ways does this flexibility act as a constraint on government? Does 
foreign investment occur at the expense of national investment by 
stimulating deindustrialization, increasing unemployment, and thus 
reducing government’s policy options? Perhaps more to the point, how 
far does capital use its flexibility as a threat, or bargaining tool, against 
government in order to gain an advantage from government? Put another 
way, to what extent is the evident flexibility of capital reflected in the 
actions of capital in relation to government, or perhaps more specifically 
by the use of the threat of an investment strike as a sanction against 
government? 


Investment Strikes and Incentives 


To Lindblom and others, the structural constraint of capital results to a 
great extent from the potential or actual threat of an “investment strike.” 
It is not always clear however what different authors mean by the term. 
One might see an investment strike as involving coordinated action 
between firms within one sector of the economy, or even within different 
sectors of the economy, to produce a united policy with which to 
confront government. Another might conceive of an investment strike as 
a threat most likely to be exercised by a single, very large company or 
institution. The empirical evidence suggests, as we shall see shortly, that 
neither of these types of action is likely to be successful, or even 
adopted. There is ample evidence, however, that large companies par- 
ticularly in growth sectors can force governments into a situation analo- 
gous to a “beauty competition,” with governments as the contestants 
and the firms as the judges. In this situation a company will announce, or 
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otherwise make clear, its plans to invest in a new plant. Governments 
then compete for the privilege of having the plant in their country. A 
variation on this theme is provided if a company decides to invest in a 
country but the government wishes to influence its decision as to where 
it locates the plant, usually in order to sustain a regional policy. 

McQuaid’s thorough study of the relationship between big business 
and the American government denies the existence of investment strikes 
that involve coordination between companies.?’ He could find no exam- 
ples of any such collusion being successful and cites two major reasons 
for this failure. First, he argues, the U.S. antitrust laws are sufficiently 
strictly operated to restrict such collusion. At the same time the divi- 
sions between different sectors of capital, and even between the interests 
of different firms within one sector, restrict collaboration. Thus, when 
some U.S. steel firms agreed to raise prices and so break the Kennedy 
Administration wage and price guidelines, their position was under- 
mined when other firms refused to comply. 

McQuaid also finds no evidence of industrial companies threatening 
an investment strike as a means of influencing government. Similarly, 
Webber denies the existence of any examples in West Germany,?® while 
Story mentions none in France?? and my own work suggests few if any 
examples in Britain. In fact, one example sometimes cited in the British 
context, the case of Chrysler, seems singularly inappropriate. In this 
case the British government gave aid to Chrysler for political reasons; 
certainly the Chrysler Corporation did not force the government to give 
aid and indeed appeared willing at first to give the corporation to the 
British government in order to reduce its problems and cut its losses.7° 
Overall there are probably isolated examples of the operation of, or 
threat of, investment strikes, but such threats do not appear to play the 
major role assigned to them by structuralists. 

There are however numerous examples of the type of beauty contest I 
referred to earlier. Harris, for example, cites the case of Ford Europe, 
which 


deliberately trailed its coat before successive European governments in 
order to stimulate their rivalries in offering concessions for a new car plant. 
Indeed, it laid down a minimum “asking price” — a subsidy of 35 percent of 
the proposed investment of 450 million dollars, exemption from duties due 
on imported equipment, subsidies for training the workforce, cuts in local 
taxes, guaranteed infrastructural provision, and loans at preferential inter- 
est rates from state banks.4! 


As The Economist commented at the time, “This is how one big com- 
pany’s careful gamesmanship shows up the structure of grants, loans, 
tax holidays, interest subsidies and other promises and caresses that 
underlie so much of Western Europe’s big investment schemes these 
avian 3 
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In fact, Harris goes on to indicate the scale of government incentives 
involved in these beauty contests when he points out: 


For Ford’s Bridgend engine plant — costing £180 million — the company 
was originally said to have recouped some £100m from the British Govern- 
ment, or roughly £35,000 per job created in terms of public assistance; 
subsequently it emerged that the British Government had contributed £140 
million to the final costs of the plant, or 78 percent of the total investment.43 


Large companies thus do pressure governments into offering incentives 
for them to locate in their countries, but such pressure hardly appears to 
involve the threat of an investment strike. Rather, once a company has 
decided to invest in a particular region (e.g., western Europe, or the 
United States) it can make it known that it intends to invest and then 
stand back and wait for offers. This practice indicates, of course, major 
power as well as a very profitable piece of gamesmanship. 

Despite such evidence, McQuaid’s analysis seems to me to stress a 
more important point, namely that it is the need to maintain ‘“‘business 
confidence” that is the major constraint on government in this area. In 
this regard the Kennedy Administration became increasingly concerned 
about the views of businessmen who disliked the Keynesian policies to 
which Kennedy was initially committed. In 1962, therefore, the Adminis- 
tration introduced new tax proposals to placate business. As McQuaid 
argues: 

(the view of business] came to have a powerful influence upon the way in 

which the Democratic administration’s tax cut proposals were drawn up, 

legitimized, and eventually passed into law. Big businessmen clearly wanted 

Kennedy to act like a conservative Republican, and act like one he did, 

dressing his Keynesian program in every scrap of conservative clothing 

available.44 


The crucial point is that concessions are made to preserve business 
confidence because the interests of business or capital are seen as 
compatible with, indeed to some identical with, the national interest. 
Here we return to what Lindblom calls the manipulation of volitions, or 
what a modern Marxist might call the hegemonic domination of capital. 

The non-use of investment strikes by capital against government is not 
surprising. As we shall see in the next section, the location and reloca- 
tion decisions of companies seem much more influenced by factors other 
than the availability of grants/incentives. What is more, as labour costs 
appear to be a major factor in location decisions, any threat of reduced 
investment is more likely to be used against trade unions than against 
government. 


The Role of Incentives in Investment Decisions 


I shall be concerned in what follows with three basic investment deci- 
sions: whether to invest at all; which international region to invest in, 
which I shall call the interregional decision; and the particular location of 
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the investment within the region, the intraregional decision. The liter- 
ature reviewed gives a fairly clear general picture of how decisions are 
reached, although with significant variations. 

Demand factors are much more important than cost factors as far as 
the first two decisions are concerned, although I shall argue that cost 
factors, especially labour costs, may be becoming an increasingly 
important consideration in the interregional decision. However cost 
factors, especially labour costs and to a lesser extent government incen- 
tives, play a more important role in the intraregional decision. 

The OECD Economic Policy Committee (EPC) recently produced a 
study dealing with the investment decisions of companies regardless of 
whether the investments considered were domestic or foreign, and this 
review is reported at some length in the OECD’s later analysis of the 
importance of government incentives, Investment Incentives and Dis- 
incentives and the International Investment Process.* 

The EPC reached three major conclusions: 


¢ Expected output is by far the main determinant of productive invest- 
ment. 

¢ Investment incentives do have a direct impact on investment, 
although it is limited in comparison to the impact of expected market 
growth. 

¢ In particular, if an investment incentive is a temporary one, it affects 
mainly the timing of investment expenditure, without a lasting signifi- 
cant effect on the level of capital stock, and does so particularly during 
periods in which demand expectations are favourable.*¢ 


The EPC review is based almost exclusively on studies using aggregate 
data and regression analysis. Studies which use a survey approach, 
however, asking company executives which factors influence their 
investment decisions, have reported similar results. Indeed Eisner and 
Lawler, in an article which reviewed survey-based studies of the impor- 
tance of tax incentives in the United States and compared the results 
with those obtained by studies using aggregate data, found that: 


survey responses have indicated only modest effects of tax measures 
designed to stimulate, or discourage, capital expenditure. . . . Each dollar 
of loss or gain in taxes appeared to generate only minor compensating 
capital expenditure.4’ 


Overall then, as far as the basic decision as to whether to invest is 
concerned, demand factors are clearly by far the most important. Sim- 
ilar results have been found by those studies which have examined the 
interregional investment decision. If there is sufficient profitable 
demand for a product in the United States, for example, then in many 
cases a company will invest there in order to meet that demand. Of 
course if cost factors mean that it is more profitable to supply a market 
from elsewhere, then a company may invest, or reinvest, at home or ina 
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third country. The OECD study confirms this view at least in the period 
up to 1974: “A large number of studies . . . indicate that the foremost 
among determinants of inward foreign direct investment is the attraction 
of the market.’48 

However in this period, as far as cost factors are concerned, labour 
costs appear to be more important than government incentives par- 
ticularly if we consider studies that concentrate upon developing coun- 
tries. The OECD study claims that “while the evidence from general 
studies concerning the role of the supply of cheap labour has been weak, 
the results of some time series and cross-country analysis focussing on 
developing countries have pointed to a strong role for this factor.’’4? 
Continuing, it argues: “In most available empirical studies, and in 
particular those concerning developing countries, host government 
incentives to investment appear to play a lesser role than the other 
factors [demand and labour costs].’’>° 

Thus labour costs play an important role in interregional decisions, 
especially if it is feasible for production to be located in a developing 
country, and if labour-intensive industry and world markets are 
involved. Such circumstances may be becoming more frequent. Thus, 
while Frobel et al. show that most West German investment goes to 
developed countries, where a market for the products exists, they also 
indicate that an increasing amount of investment goes to newly indus- 
trializing countries (NICs) and particularly to free production zones. 

Free production zones are industrial estates established by the gov- 
ernments of developing countries for TNC manufacturing plants that 
produce goods for export. These zones offer the TNCs cheap labour, 
stringent labour legislation, subsidies, and unrestricted repatriation of 
profits. As far as Frobel et al. are concerned, capital is relocating in 
developing companies when it can, that is, when transport and com- 
munication costs do not make it prohibitive to do so and when skilled 
workers are not required. It is relocating largely because of the high 
average number of hours worked and the low wages in these countries. 
For example, in 1979 the average number of hours worked in the garment 
and textile industry was 39 in West Germany, 37 in the United States, 48 
in Hong Kong and 52 in South Korea. At the same time the hourly rate 
for a seamstress was DM10 in West Germany, DM9 in the United States, 
DMI in Malaysia, and DMO.9 in South Korea.>! 

The picture is well summed up in a report cited by Frobel et al.: 


Despite significant advances, the technology of apparel production is still 
relatively simple and investment in fixed capital is low compared to most 
other industries. Lightweight and small, even 500 sewing machines can be 
transported more easily than a steel furnace or an auto-assembly line; an 
apparel plant can be dismantled and reassembled elsewhere in a very short 
time, leaving virtually no fixed capital behind. . . . The shift to predomi- 
nantly unskilled workers has ended the industry’s dependence on a dwin- 
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dling supply of skilled labour in the Northeast. . . . The functional separa- 
tion of production from entrepreneurial tasks allows for the geographic 
separation as well. Certain functions performed by the jobber require 
skilled labour (designers, pattern markers, cutters etc.) and proximity to 
markets. Meanwhile the sewing and finishing stages of production, involv- 
ing 95% of the total workforce, can be located in far-flung regions or 
countries.>? 


In essence the conclusions of Frobel et al. do not necessarily contradict 
the OECD analysis, for as we saw the OECD report argued that labour 
costs were more important for companies producing for a world market 
from developing countries. However the implication of the study of 
Frobel et al. is that labour costs are more important as a determinant of 
investment than the OECD credit, a fact reflected in the rapid growth of 
investment by transnational corporations in NICs, and that their impor- 
tance is increasing. 

This last point is particularly interesting as it appears to contradict the 
OECD’s view. The OECD study certainly acknowledges that changes 
since 1974 have affected the situation: 


And indeed, the apparent recently heightened cost sensitivity of interna- 
tional investment decisions in the present context of less buoyant market 
prospects, increased economic uncertainty and narrowing technological 
gaps among major firms, is an example of the important adjustments in the 
strategy of firms that have been progressively taking place since 1974.53 


However the implication is that during this later period government 
incentives rather than labour costs have played an increasing role in 
interregional investment decisions. Indeed the study quotes favourably 
the views of BIAC (an international employers’ association): 


BIAC’s contribution tends by and large to put more emphasis on the role of 
incentives and disincentives in international investment location decisions 
than the studies of a similar nature referred to above. This higher emphasis 
may stem from the fact that the evidence on which this contribution is based 
is more recent than that considered by these studies, the latter concerning 
mainly the pre-1974 period, or longer periods including that period, but not 
specifically the post-1974 context.>4 


While it appears true that cost factors have grown in importance in the 
post-1974 period, the OECD study probably places too much emphasis 
on government incentives and insufficient emphasis on labour costs in 
that later period. 

Certainly the evidence I have already reviewed suggests that capital 
has become increasingly international and flexible. What is more, 
Gaffikin and Nickson’s study of the English West Midlands gives ample 
evidence of the move of British multinationals to NICs. Their data on 
Dunlop, an integrated manufacturer of rubber goods, is particularly 
revealing. The sales of overseas subsidiaries as a share of Dunlop’s world 
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sales increased from 61 percent in 1977 to 67 percent in 1982. During the 
same period the profitability per employee increased substantially in 
Africa (from £1,000 to £2,444) and Asia/Australasia (from £955 to £3,400) 
while it fell dramatically in Britain (from a profit of £625 to a loss of £400 
per employee).°> This pattern both reflects, and has reflected upon, 
investment which has grown in overseas subsidiaries and fallen in Brit- 
ain. As Gaffikin and Nickson say: ““Dunlop’s decision to increase its 
investment in the developing countries is based upon the realization that 
the company can obtain a much higher return on capital from the 
exploitation of cheap labour in those countries.’’>° Indeed, this fact was 
clearly reflected in a television appearance by a senior Dunlop manager 
who said: “The thing you’ve got to be careful about when you talk is 
saying you’ve come here purely to exploit the natives. Well, that isn’t 
really true because we’re only an employer among many.”’>” 

Of course the work of Gaffikin and Nickson could be viewed as too 
particular, in that it deals solely with one area of Britain, or too super- 
ficial, in that its purpose is polemical rather than academic. However 
their findings are reinforced by the work of Andreff.°® He shows that 
direct investments in LDCs grew from U.S.$32.8 billion in 1967 to 
U.S.$89.3 billion in 1978. Of this investment, 55 percent goes to the 
NICs, with no less than 15.1 percent being received by Brazil.°? Andreff 
also indicates that while the overall rate of profit on investment abroad 
by U.S. multinationals in 1979 was 20.5 percent, it was 18.0 percent in 
developed countries and 29.4 percent in NICs.© There appears little 
doubt that a major reason for this higher level of profitability is low 
labour costs. 

Despite all this it is when intraregional investment decisions are 
considered that cost factors become relatively more important than 
incentives. As the OECD study concluded, “incentives have a more 
important impact on the choice of location of investment at an intra- 
regional [rather than an interregional] level.’’®! It is at this level that the 
“beauty contests” identified earlier mostly operate. 

Once again, however, the OECD study probably pays too little atten- 
tion to labour costs, and here the work of Bluestone and Harrison is 
particularly relevant. They examine firms’ decisions to invest in par- 
ticular American states according to the incentives offered by those 
states. They identify ten factors that affect the investment plans and 
location decisions of companies, including transport costs, land costs, 
and government incentives/disincentives (involving the business cli- 
mate, regulation, taxes and grants). There is little evidence, however, 
that government incentives play any important role in firms’ location and 
investment decisions. In fact, Bluestone and Harrison claim that: 


location specialists find themselves in near-unanimous agreement on three 
points. First that investment inducements practically never do what they are 
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intended to accomplish. Second that even when they appear to entail no direct 
costs, they are enormously expensive in terms of foregone tax revenue. And 
third such subsidies end up being no more than windfall profits for the largest, 
most prestigious, and most powerful of all corporate enterprises.® 


Thus, labour costs are perhaps the key factor influencing intraregional 
investment decisions. The available evidence on the differential pattern 
of investment in various U.S. states suggests that in the vast majority of 
cases firms invest in those states where unionization is less strong and 
wages are lower, regardless of the level of incentives offered. Indeed, 
Bluestone and Harrison quote with approval the conclusion of the Wall 
Street Journal: ‘“‘Labour costs are the big thing far and away. Nine out of 
ten times you can hang it on labour costs and unionization.’’® 

This review of the evidence on firms’ investment decisions doesn’t offer a 
great deal of support for the idea that government incentives are of sufficient 
importance to persuade firms to give up some of their privileges. They seem 
to play a role mainly after a company has decided to invest in a particular 
international region in effecting the intraregional location decision. Firms 
invest to protect or increase profitability, and in doing so they are most 
concerned with an assessment of demand. As far as costs are concerned, 
labour costs appear to have at least as much, and probably more, effect than 
government incentives on investment decisions. 

Of course this immediately raises another question. If these con- 
clusions are correct why do governments offer companies incentives on 
the present scale? One answer might be that governments are simply 
foolish, that they do not know that incentives play such a small role in 
firms’ calculations. This seems unlikely, however, given the amount of 
expertise and information available to government. A second more 
plausible answer would be that because the stakes are so high — that is, 
given the high levels of unemployment and the possible effect they have 
on reelection chances — governments cannot afford not to offer incen- 
tives. After all, as we have seen, intraregional decisions are to some 
extent influenced by the level of incentives and in a given region many 
governments will be offering incentives. This situation was well summed 
up by areport of the Public Accounts Committee of the British House of 
Commons which said: “The Department of Industry pointed out [that] 
as virtually every country in the EEC offered a range of regional incen- 
tives, it was necessary to match what others were offering if mobile 
investment was to come to this country.’’®4 

In such circumstances, if a government does not offer incentives it will 
lose out to neighbouring governments unless it can offer relatively lower 
labour costs or more stringent labour legislation. Thus individual gov- 
ernments are in a weak position relative to large corporations. They can 
only hope to cooperate with one another to prevent or restrict “beauty 
contests” or bidding races. There have been efforts at such cooperation 
especially within the EEC, but they have not been notably successful.®© 
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The Influence of Capital on Policy: The British Case 


The previous section has indicated that capital enjoys a crucially priv- 
ileged position in modern capitalist economies. Modern international 
banks and corporations are highly flexible, and governments clearly 
offer quite substantial incentives to attract capital investment from such 
companies. However, international capital rarely uses its flexibility to 
threaten government in order to extract incentives or concessions. This 
is essentially because governments are not usually able to offer enough 
inducement, in the form of grants or tax concessions, to make it worth 
while for a company to invest if it wouldn’t normally have done so. Thus 
firms are more concerned with demand, and to a lesser extent with 
labour costs, than with government incentives. The inference is that, 
insofar as capital does exercise a constraint on government policy, it 
does not do so in as simple a way as suggested by the structuralist 
position. 

In this section, I will develop this point by considering the capacity of 
capital to influence government policy in those areas with which it is 
most concerned. In fact, the section will raise two questions. Does 
capital have significant influence over policy making in modern capitalist 
economies? Insofar as it does exercise influence, how far does that 
influence result from its structural position? The data presented deal 
mainly with Britain, because space restricts the number of cases with 
which I can deal in any detail. In any event, Britain does present an 
interesting case for a number of reasons. First, it is a country in which 
the economic crisis, measured in terms of almost every economic indica- 
tor, has been very deep, and one might expect a weakened capital sector 
to have relatively little influence over government. Second, if most 
authors are to be believed, Britain has a particularly strong trade union 
movement; this fact again might lead one to expect capital to exercise 
limited influence. Thus if I can find evidence of substantial influence by 
capital over policy in Britain, where capital is relatively weak and 
strongly opposed, then capital might be expected to be powerful else- 
where. 

I shall concentrate on three areas of policy which are of particular 
concern to capital and which have been particularly well researched in 
Britain: industrial relations policy, wages policy, and industrial policy. 

Authors who stress the dominant role of the trade unions in British 
politics draw most of their material from studies on industrial relations 
policy in the period 1960—80. Even in this area, however, the influence of 
capital cannot be ignored. In the period immediately after World War II, 
governments, particularly Labour governments, kept away from the 
question of trade union reform, accepting it as a closed area. The pattern 
changed in 1965, when the government appointed the Donovan Commis- 
sion to investigate trade unions and employers’ organizations. The Com- 
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mission’s report in 1968 concluded that legislation was of limited utility in 
the field of industrial relations. However, despite this conclusion, the 
memory of the damaging strikes by the seamen in 1966 and in the docks 
in 1967 led the Labour Government to break with tradition, go beyond 
the report’s recommendations, and move firmly into the area of indus- 
trial relations legislation. 

Crouch sees the Labour Government’s proposals, contained in the 
white paper “In Place of Strife,” as a compromise between the man- 
agerial liberal collectivism of Donovan, and the state-corporatist pro- 
posals of industry and the Conservative opposition. He argues that the 
corporatist elements were designed as a “means of co-opting Labour’s 
own organisations to assist the state and the employers in the control of 
labour.’’©® In fact, the white paper proposed new measures for govern- 
ment intervention in the field of collective bargaining, including penal 
sanctions against offending trade unions and trade unionists. The pro- 
posal met with major opposition from within the trade union movement, 
the Labour party, the Parliamentary Labour Party (PLP), and sections of 
the cabinet led by James Callaghan. After a protracted struggle, the 
government was forced to withdraw its proposal and to accept the Trades 
Union Congress (TUC) assurances that it would deal with some of the 
problems voluntarily. While the efforts of the TUC in opposing the 
legislation were important, they were unlikely to have been successful 
without support from the PLP, although if such legislation had been 
passed they might successfully have opposed its administration. 

When the Conservatives came to power in 1970 they were committed 
to trade union reform. The 1971 Industrial Relations Act was based upon 
a consultative document produced by the new Conservative govern- 
ment. The TUC was sent a copy of the green paper on October 5, 1970, 
and told that no consultation would be possible after November 13. 
Indeed, at a meeting between the TUC and Mr. Carr, the Employment 
Secretary, on October 13, the minister outlined the eight “basic pillars” 
of the new bill and declared them non-negotiable. The Government 
subsequently forced through its legislation, despite strong opposition 
from the Labour party inside Parliament, and the trade unions outside. 

There can be no doubt that the 1971 Industrial Relations Act, together 
with the Code of Industrial Relations Practice which accompanied it, 
severely restricted the autonomy of trade unions and trade unionists. As 
Crouch argues: 


In theory the Act marked a distinct increase in the monism of power in 
industrial relations by considerably reducing the circumstances in which 
workers could take industrial action and thereby exercise countervailing 
power. Certain constraints were also imposed on employers’ powers in 
industrial conflict. ... But it is ciear ... that the overall weight of the 
changes was to reduce workers’ power to put pressure on employers.®7 
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Although the trade unions failed to amend the legislation, they effec- 
tively restricted its implementation. As Michael Moran shows, the TUC 
advised affiliated unions not to register under the Act and not to cooper- 
ate with the National Industrial Relations Court (NIRC), and to attend its 
proceedings only when an action was brought against them.®8 The 
strategy proved so successful that by the end of 1972 the legislation was 
little used. Nevertheless, Moran makes an important point, which is 
worth emphasizing. The unions’ opposition to the legislation was greatly 
helped by the fact that large companies and employers’ organizations did 
not use its provisions for fear of damaging relations with employees. 

During this period of confrontation, relations between the trade 
unions and the Labour party improved substantially. The trade unions 
sought and achieved a commitment from the party to repeal the Indus- 
trial Relations Act when it returned to power. Indeed, this commitment 
was a crucial element in the Social Contract between the TUC and the 
Labour party, and was fulfilled when the minority Labour Government 
put through the Trades Union and Labour Relations Act of 1974. This 
Bill, however, was emasculated by the Opposition in the House of 
Commons and the House of Lords. The trade unions could hardly be 
said to have made a positive gain; it was the trade unions’ opposition to 
the administration of the original Act that was significant. Nevertheless, 
the Labour Government subsequently did make significant concessions 
to the trade unions in the field of industrial relations with the passage of 
the 1975 Employment Protection Act and the 1976 Trade Union and 
Labour Relations (Amendment) Act. 

Thus for the first time unions were exercising a positive influence on 
policy. However, even here one or two qualifications need to be raised. 
Although the Amendment Act repealed the ban on the closed shops 
imposed by the 1971 act, it did little more than return the situation to the 
position prior to 1971. At the same time many employers favoured the 
establishment of closed shops as the basis of a more disciplined work 
force. Indeed, this legislative development cannot simply be viewed as a 
major concession to the trade unions against the wishes of capital. In 
addition, while the 1975 Employment Protection Act did improve the 
employment rights of trade unionists, and while the 1974 Health and 
Safety at Work Act brought about other improvements in workers’ 
conditions, there is some evidence that the acts are being administered 
in a way that favours employers. 

Boothman and Denham’s analysis of the operation of the industrial 
tribunals is particularly relevant here.©? Industrial tribuals have been 
operating in Britain for more than 15 years, and with respect to claims for 
unfair dismissal for over 10 years, and it is sometimes claimed that the 
legislation that established them represented a considerable gain for the 
TUC. However, Department of Employment figures indicate that in that 
10 years there have been 3 million dismissals and only 40,000 claims for 
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unfair dismissal (less than | percent). Moreover, 60 percent of these 
claims are resolved at the conciliation stage either because they are 
withdrawn or because a low cash settlement, under £200, is agreed. In 
addition, of the claims that are proceeded with, 70 percent are dis- 
missed, and only 10 percent of the cases are ultimately deemed to 
involve unfair dismissal. Sixty percent of the compensation awards are 
less than £500 and only | percent are in excess of £4,000. In summary 
then, in only 4 in 10,000 of the cases brought do employers have to pay 
substantial damages. I have no figures on the costs to employers of 
defending themselves before the tribunals, but it is difficult in the light of 
this evidence to believe that employment protection legislation has been 
enormously expensive to employers. 

Boothman and Denham’s subsequent detailed empirical analysis 
involves a study of all reported cases of those decisions taken by 
tribunals on claims for unfair dismissal in connection with trade union 
membership or activities between 1974 and 1980. In particular they were 
concerned to analyze the justifications of their decisions given by the 
tribunals. Their conclusion was that “the content of discussions fre- 
quently suggested that the Industrial Tribunals’ and the Employment 
Appeal Tribunals’ theorizing may be subordinated to an ideological 
support for managerial prerogatives.’ In other words, the decisions of 
tribunals are most often underpinned by a strong pro-management ide- 
ological background. As we shall see later, this conclusion rather neatly 
parallels the findings of Crouch in the area of wages policy. 

Overall, then, it is evident that the trade unions have been successful 
in restricting the ability of governments to pass and administer legisla- 
tion in the field of industrial relations. However, the legislation proposed 
in 1968—69 and the legislation passed in 1971 were designed to restrict the 
powers of the trade unions and strengthen the position of management. 
Subsequently unions achieved positive concessions from a Labour gov- 
ernment in the 1960s and 1970s. In concluding, Crouch sees these 
developments either as a move toward corporatism, where unions are 
incorporated into the process in order to help control the work force, or 
as an increase in the power of the unions, to put them on a more equal 
footing with management. He regards the former analysis as more 
accurate, but in either case he still sees the unions occupying a subordi- 
nate position. 

The subordination of the unions has been confirmed by legal develop- 
ments since the election of a Conservative Government under Margaret 
Thatcher in 1979. The Thatcher Government has introduced three pieces 
of legislation that significantly restrict the autonomy of unions and thus 
strengthen the position of management in negotiations. The 1980 
Employment Act restricted picketing and the closed shop, and removed 
maternity grants from workers in smaller companies. The 1982 Employ- 
ment Act further restricted the closed shop and instituted changes in the 
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legal provisions on strikes and trade union immunity. Subsequently the 
1984 Trades Union Act has required secret ballots for the election of 
union officials and before a strike can be called. 

Obviously the field of wages policy is one of the main areas with which 
both capital and labour have been concerned. After a major analysis of 
prices and incomes policy in Britain between 1945 and 1967, Dorfman 
concluded: ‘‘The most salient points about the TUC’s performance since 
1945 have been that its power has been limited and that it has had only 
negative influence on economic policy, especially wages policy.’’7! 

Indeed, although the Labour Government had committed itself to free 
collective bargaining in the 1966 election, and this policy had been 
endorsed by the unions, the TUC had to accept a statutory wages policy 
after 1966. Furthermore, Crouch argues that the activity of the National 
Board for Prices, which interpreted wages policy after 1964, was directed 
largely toward increasing control by management. He points out: 


The Board fully recognised that workers and management had distinctive 
and possibly conflicting interests. It thus accepted the nghts of management 
and workers to see themselves at two “sides” of industry, but accepted this 
in such a way that management was the dominant partner since it was the 
party most completely identified with the common goal of increased produc- 
tive efficiency. 72 


In this period, therefore, the incomes policy was imposed upon the 
unions by government and operated by the NBPI largely in the interests 
of management. Needless to say such developments were not opposed 
by management. 

When the Conservative party subsequently came to power in 1970, it 
was committed to a reduction of government intervention in the econ- 
omy and therefore to a voluntary prices and incomes policy. However, 
despite the introduction of tripartite and later multipartite talks on a 
voluntary policy, the government continued to listen to economists, 
notably with the Treasury, advocating statutory controls which were 
supported by capital. A statutory policy was introduced in 1972 and 
lasted until the February 1974 election. Once again the unions failed to 
achieve their main policy objective — free collective bargaining. 
Although the Conservative government wound up the NBPI, it estab- 
lished a Pay Board in its place. What is more, as Crouch argues, the Pay 
Board fulfilled a similar function: “It was clearly an attempt at re- 
establishing managerial authority by reducing the scope for workers’ 
bargaining pressure . . . and sought achievement of this through strat- 
egies of involvement of unions and work-people in order to generate 
consensus.”’73 

The unions failed to influence the Conservative government’s policy, 
and that policy was hardly administered in their interest. However one 
union, the National Union of Miners, refused to adhere to stage three of 
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the incomes policy. Against the background of the oil crisis and because 
of some inept political judgments, the Miners had succeeded in under- 
mining the policy when Mr. Heath called a general election, which he 
lost. 

The Labour party came back to office in 1974 committed to the Social 
Contract and to a voluntary incomes policy. Initially, the trade unions 
and the Labour party entered a loose agreement on wages policy. Subse- 
quently agreement was reached on three phases in 1975, 1976 and 1977 
which proved remarkably successful in restricting wage levels before the 
policy collapsed in the winter of 1978-79. However, the period from 1972 
until 1978 was marked, as both Crouch and Panitch”* argue, by the 
concerted attempts by governments to give tripartite planning 
machinery a substantive role in both policy formation and the control of 
organized labour. 

When the Conservatives came to power in 1979 they were committed 
to free collective bargaining. However, the period since then has been 
marked by a major increase in unemployment, which has done a great 
deal to constrain wage claims in the private sector. At the same time the 
government has sought to control wages in the public sector by operating 
a “cash limits” policy. This means that the government can control 
wages indirectly, as we can see if we take its dealings with local authori- 
ties as an example. Here the government will allow a limited amount to 
cover wage increases in the annual grant it gives local authorities. The 
local authority will subsequently negotiate as an employer with the trade 
unions, but if it concedes higher increases than the government’s norm, 
the excess has to be met from elsewhere in the authority’s budget. Hence 
the government can claim to support responsible free collective bargain- 
ing while clearly restricting it. 

The overall pattern again appears clear. The trade unions throughout 
the period would have preferred to see the reestablishment of free 
collective bargaining. Instead, they consistently saw the estabiishment 
of statutory, or “strong” voluntary policies which, as Crouch shows, 
have been operated in a way calculated to strengthen the position of 
management. This is hardly a record that suggests that the unions have 
more influence on wages policy than has capital. 

So far we have considered two areas in which capital and labour are 
opposed and where one might have expected labour to exercise more 
influence. However, there are other areas in which it is evident that 
government is willing to make concessions to capital in order to encour- 
age business confidence. Business confidence, of course, is a vague 
term, but governments’ attempts to encourage it are often clearly 
reflected in policy decisions. The process is effectively illustrated in 
Marsh and Locksley’s study of the power of capital in Britain, which 
presents a case study of industrial policy making.’> In particular they 
show how the Labour Government’s commitment to establishing or 


Marsh 109 


retaining business confidence led to the emasculation of the 1975 Indus- 
try Act. 

In Opposition, the industrial policy subcommittee of the National 
Executive Committee (NEC) of the Labour party established a public 
enterprise working group to examine proposals to create a state holding 
company (a national enterprise board or NEB). The work of this group 
was underpinned by the ideas of Stuart Holland, then a lecturer at 
Sussex University but since 1979 a left-wing Labour MP. The policy they 
produced, which was subsequently approved after considerable debate 
and dispute in the committee, had two major radical elements. An NEB 
was to be established which would control the equity in the top 25 
industrial companies, one major bank and two major insurance com- 
panies which it was planned to nationalize. In addition, all large com- 
panies were to be required to negotiate planning agreements with gov- 
ernment about their plans for investment, employment, trade, and so on. 
These proposals, if enacted, would have significantly changed the nature 
of the British economic system, dramatically increasing the size of the 
public sector and restricting the autonomy of management in the private 
sector. The subsequent history of this proposal is revealing. 

The proposal was enshrined in an Opposition policy paper entitled 
“The National Enterprise Board” published in April 1973. The docu- 
ment was subsequently considered by the NEC and included in the draft 
policy program which was presented to the 1973 Labour party confer- 
ence. At the NEC meeting the so-called “25 companies clause” was the 
only one voted upon, but a proposal by the Chancellor of the Exchequer, 
Dennis Healey, to have it deleted was defeated. In fact this particular 
clause was to prove the first casualty because, although Holland’s ideas 
were endorsed by the conference, opposition was mounting among the 
PLP leadership and particularly from the Prime Minister, Harold Wilson. 
Indeed, Wilson made his own view clear in the conference debate: 


My own view on the twenty-five companies proposal has been stated. I am 
against it, the Parliamentary Committee is against it. I will leave it with these 
words, that the Parliamentary Committee charged by the Constitution with 
the duty of sitting down with the Executive to select, from the Programme 
adopted by Conference, the items for including into the election Manifesto, 
entirely reserves its full constitutional rights on this matter, and there could 
be nothing more comradely than that.76 


In fact Wilson got his way because the party manifesto published in 
January 1974 contained no specific reference to the takeover of 25 
companies and only promised: “We shall create a powerful NEB with the 
structure and functions set out in Labour’s Programme of 1973.”77 
The process of emasculation had begun but was to speed up after the 
election of a Labour Government. The initial moves seemed to suggest 
that radical legislation might result because Tony Benn and Eric Heffer, 
both strong supporters of the proposal, were appointed to the top two 
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positions in the Department of Industry. In addition they immediately 
co-opted Stuart Holland onto a drafting committee established to pro- 
duce a white paper. However, the situation changed rapidly. The major 
problem was that industry, particularly the Confederation of British 
Industry (CBI), the peak organization representing manufacturing indus- 
try, and the City strongly opposed the proposals. This opposition soon 
began to influence and then shape government thinking. Almost at once 
the Treasury produced a minute in which it argued that the NEB would 
inevitably be inflationary and too expensive to operate given the need to 
reduce public expenditure.’® In response to this unrest Wilson took 
direct control of the Cabinet’s public enterprise committee which was to 
consider the industry bill. At the same time the Chancellor obviously felt 
the need to attempt to reduce the CBI’s fears when he told them: “the 
government has no intentions of destroying the private sector or encour- 
aging its decay.”’’? In similar vein at the Socialist International Confer- 
ence in June, Wilson argued, “confidence demands that a clear frontier 
must be defined between what is public and what is private industry. ’’®° 

Despite this, the CBI and the City were not reassured, and Aims of 
Industry (a proselytizing body for British industry) announced in July 
that it planned to spend up to £1.5 million on a pre-election campaign 
with the theme: “Say No to State Control.” It was against this back- 
ground that Benn’s draft proposals were first circulated among, and then 
considered by, the Cabinet. Wilson’s statement after that Cabinet meet- 
ing amply reflects the reasons for the modifications in policy which were 
made: 


The Cabinet have now agreed on the programme: I took charge of this 
operation several weeks ago, chaired all the meetings and the Cabinet on 
Friday accepted the draft which a small group of us put before 
it... . Above all, it meets my demand that it is clear and removes a great 
deal of uncertainty for business which has been created by public debate.®! 


The white paper entitled ““The Regeneration of British Industry” finally 
appeared on August 15, 1974, reportedly after some 25 redrafts.®? It was 
called by The Economist ‘‘a toned down electioneering version of earlier 
works’’®? and was certainly much less radical than the early proposals. 
There were two main differences between the white paper and the 
original policy paper. First, the NEB was no longer to hold equity in the 
top 25 companies but rather was to take over the government’s current 
holding (for example in British Leyland) and also to hold equity in those 
companies assisted by government grants. In other words, it would 
operate in much the same way as did the old Industrial Reorganisation 
Corporation by aiding lame ducks and trying to encourage restructuring, 
but it would not be involved in the running of the profitable private 
sector. Second, the planning agreements, while still wide ranging, were 
to be voluntary rather than compulsory, and thus inevitably linked to the 
provision of government grants. Despite these changes however there 


Marsh II] 


was a new wave of protests from the Engineering Employers’ Federa- 
tion, the Aims of Industry, the Institute of Directors, and the CBI.°4 

When the bill was published at the end of January 1975, it followed 
broadly the content of the white paper but with one major change. 
Whereas the “Regeneration of British Industry” had devoted four pages 
to planning agreements, the bill dealt with them in one clause which 
guaranteed that firms voluntarily entering such agreements would not 
suffer a cut in their regional development grants.®° In addition the NEB 
was given a limited initial finance of £700 million while the Secretary of 
State retained powers of tight control over the Board’s investment 
decisions.8© These changes had been worked out in the Cabinet’s public 
enterprise committee and were thus strongly opposed by the party’s left- 
wing MPs and union leaders.®’ Wilson’s main aim throughout, however, 
was to preserve the confidence of the City and industry. Indeed, when he 
spoke at the CBI’s annual dinner, he made it clear that industrial policy 
would remain under his personal direction and that he would be making 
all the appointments to the Board of the NEB.8® Almost as if he felt the 
need to reemphasize his position, while the bill was in Standing Commit- 
tee Wilson moved Tony Benn to the Department of Energy and replaced 
him with Eric Varley, a man with views on industrial policy similar to his 
own. The situation took on an almost comical aspect when Eric Heffer, 
who had resigned over the Common Market issue, led a number of left- 
wing Labour MPs who opposed the now emasculated bill in the later 
stages of its passage through the House of Commons.®? 

There is little doubt then that the bill was emasculated as it went 
through the policy-making process, but what does this tell us about the 
power of capital? Certainly we have seen that both the CBI and the City 
made direct representations opposing the proposals at all stages. Per- 
haps more significantly, however, the Prime Minister and the Chancellor 
consistently stressed the need to retain the confidence of both industry 
and the City. Indeed the preservation of confidence at a time when the 
pound was in trouble on the foreign exchanges was perhaps the major 
aim of the government. This appears to be another example of structural 
constraints at work — the interests of capital shaped government policy 
not mainly because of the direct representations by its agents but 
because their interests were identified with the national interest. As 
Coates says, the industrial policy changes were “part of the govern- 
ment’s increasing concern to reassure private industry about its commit- 
ment to a healthy private sector, and about its willingness to subordinate 
its social programme to the gaining of greater industrial production.”’?7° 


Assessment of the Structuralist Position 


At the outset of the previous section I posed two questions about the 
influence of capital on government policy making. The case studies 
would suggest that capital does exercise significant influence over policy 
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in Britain, and other researchers have confirmed this view after studying 
Germany,?! France,?* and the United States.?? However, it is equally 
clear that in no sense is the government a simple agent of capital acting 
inevitably, consistently and completely in its own interests. In fact it is 
quite clear from this and many other studies that no general theory of the 
state is possible, and that one cannot expect a particular form of state, or 
particular policy outcomes, to be related in a straightforward and sim- 
plistic way to a particular pattern of economic relations. In other words 
the form and activities of the state are not simply determined by the 
dependence of the state on capital to ensure capital accumulation and 
economic prosperity. 

Any analysis of the state must be historically specific and look at the 
precise nature of the relationships between capital and labour, and 
between both and the state. Lindblom in particular pays far too little 
attention to the relationship between capital and labour, concentrating 
upon the relationship between capital and the state as though ina sense it 
was independent of the relationship between capital and labour. How- 
ever, Crouch’s work in particular (and he is not a Marxist) indicates that 
the main consequence of the state’s intervention in wages policy in 
Britain in the post-1945 period has been to reinforce both the dominance 
of management over workers and the strength of a pro-management 
ideology. The activities and actions of the state cannot be understood 
without an appreciation of the nature of capital/labour relations. 

Overall, even the brief examination of three cases from one country 
presented here suggests that any analysis of the relationship between 
capital and the state has to be much more sophisticated than that 
presented by Lindblom and other structuralists. Clearly it needs to take 
account of the divisions that exist within capital, particularly those 
between domestic and international capital and industrial and banking 
capital. Lindblom however, fails to examine such divisions; yet it is clear 
both that they exist and that they affect the cohesion and influence of 
capital, and the reactions of the state. Indeed one factor in any under- 
standing of the difference between capital/state relationships in Britain 
and those in France and Germany ts the relative conflict between indus- 
trial and banking capital in Britain,?+ in contrast to their fusion in 
France?? and West Germany.”© At the same time any analysis also needs 
to take account of the differing degrees of organization and strength of 
labour in different countries. Historically labour has been organized, 
strong and relatively unincorporated in Britain and this situation again 
has influenced the activities of the state.?’ 

While any analysis of the power of capital in modern capitalist democ- 
racies needs to be historically specific, nevertheless capital is clearly a 
crucial political force in such systems. What is more, the structuralists 
are right to emphasize that capital’s power owes more to its privileged 
position in the economy than to simple interest group activity. However, 
many Marxists fail to appreciate that interest group activity does play 
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some role, a pitfall which Lindblom at least avoids. Any analysis of the 
power of capital needs therefore to take account of this ideological 
dimension, the structural position of capital in the economy, and its 
interest group activity. Too much existing work ignores one or more of 
these aspects of the power of capital, which rarely uses direct threats of 
investment strikes or the like partly because it is seldom necessary to do 
so. The chief interest of capital — that is the creation of conditions in 
which continued and increased capital accumulation is possible — are 
most often seen as consistent with the national interest. To the extent 
that this is true, and of course in any historically specific analysis that is 
an open question, then this is the most important element in, and 
reflection of, the power of capital. 
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4 


The State and Foreign Capital in the 
Advanced Industrial Capitalist Countries 


LYNN KRIEGER MYTELKA 


Foreign borrowing takes many forms, but the one that has attracted the 
most attention in the advanced industrial capitalist countries is direct 
foreign investment. This is partly due to the dramatic increase in U.S. 
direct investment abroad since World War II. More importantly, how- 
ever, direct foreign investment has captured the public eye because, 
unlike bank loans or portfolio investment, it involves a measure of 
foreign control over the activities of domestic firms and this is believed to 
affect the autonomy of decision making in the economy as a whole.! 
Since economic and technological choices made in the private sector 
have wide ramifications for the distribution of gains within a society, the 
state, under certain circumstances, may be induced to intervene in the 
foreign investment process. 

By mapping the changing patterns of direct foreign investment since 
1960 and examining the policy response of various states, this study 
seeks to determine whether there is a link between investment flows and 
governmental attempts to regulate them. In the first section, we look at 
ten major countries in the Organization for Economic Co-operation and 
Development (OECD) as recipients of foreign investment. Behind this 
portion of the analysis is a set of hypotheses concerning the varied 
responses that states might make to changes in the level, sectoral 
concentration or costs of direct foreign investment. Where an economy 
has been highly penetrated by direct foreign investment, for example, 
yet such investment is perceived as vital to economic well-being, one 
would expect few attempts at regulation unless the costs of the foreign 
investment were seen by politically powerful groups in the society to be 
rising. Were the costs of direct foreign investment to remain at their 
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previous level but economic conditions to worsen, these states, more- 
over, would most likely adopt incentives to increase the flow of foreign 
investment. Where the level or degree of sectoral penetration is increas- 
ing and foreign investment is not contributing effectively to the fulfill- 
ment of economic or social goals, then one might expect regulatory 
efforts to increase. Where rising unemployment and interest rates make 
job creation through domestic investment difficult, however, regulatory 
measures might well be relaxed so as to attract new foreign invest- 
ment — whether or not such measures had discouraged direct foreign 
investment in the past. This is particularly likely in situations in whicha 
regulatory thrust was initiated not by a government embarked on a 
socialist project but rather by one seeking a national solution to existing 
economic or social problems. 

In addition to looking at the ten major OECD countries as recipients of 
direct foreign investment, the first section examines changes in their role 
as capital exporters. These data are subsequently used to test the hypo- 
thesis that in major capital exporting countries states will tend to adopt 
liberal regimes toward incoming direct foreign investment for at least one 
of the following reasons: (a) those at the centre of policy making sub- 
scribe to a philosophy of economic liberalism; (b) the country is not a 
major recipient of direct foreign investment and thus policy makers face 
none of the concerns over loss of decisional or technological autonomy 
expressed where the economy is highly penetrated; or (c) because, ina 
pragmatic vein, decision makers simply fear retaliation in kind. 

The second section of this paper documents the multiplicity of measures 
currently being taken by states in the major OECD countnies to influence the 
foreign investment process. These policies range from explicit or implicit 
measures to channel the inflow of foreign capital to preferred sectors and 
regions, to regulate its contribution to the domestic economy, to induce an 
increase in the inflow of foreign investment, or to affect the terms on which 
domestic firms compete with foreign companies. 

The next section presents case studies of Australia and France, both 
of which have relatively high levels of direct foreign investment, and 
each of which has adopted explicitly regulatory policies to channel 
foreign investment into desired activities and locations. Space consid- 
erations, however, preclude a similar study of countries, such as Bel- 
gium, which has a highly centralized system for channelling new invest- 
ment through the use of inducements such as tax concessions and grants 
rather than regulatory mechanisms. 

Despite the longevity of the inducement and regulatory mechanisms 
adopted by states in the advanced industrial capitalist countries, no 
systematic studies have been undertaken to determine the extent to 
which they have served to accomplish the goals used to justify their 
implementation, such as stimulating the inflow of new technology, 
increasing output, employment or exports, or promoting economic 
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diversification and regional balance. This study is able to make a few 
qualified observations only with regard to the impact of regulatory 
activity on the inflow of new direct foreign investment. Quite obviously, 
in-depth analysis of the impact of state intervention on the foreign 
investment process, given current debates within Canada about the 
nature of a foreign investment review agency, must be undertaken. It is 
one of the conclusions of this paper that such an analysis be a first order 
priority. 


Changing Patterns of Direct Foreign Investment 


Over the past two decades real inflows of direct foreign investment (DFI) 
into the advanced industrial capitalist countries have risen steadily — 
doubling during the 1960s from an annual average of U.S.$3,976 million 
in the years 1960-62 to an annual average of $8,151 million during the 
period 1969-71 and more than doubling during the 1970s (Table 4-1). 
Figures on direct foreign investment inflows also demonstrate the 
increasing propensity among the ten major OECD countries covered in 
this study to invest in each other’s markets. These ten countries 
absorbed over 60 percent of the world’s total direct foreign investment 
inflow in 1970-72 and over 70 percent of this total in 1978-80. 

Among the ten countries, however, there have been considerable 
differences in the amount of direct foreign investment each has received. 
This variability across countries and ove;x time is attributable to many 
factors. As part of their industrialization policies, Japan* and Sweden,° 
for example, have through legislation virtually excluded direct foreign 
investment since early in this century. The flow of direct foreign invest- 
ment to these countries is thus quite low, although each has benefited 
from increased inflows of new technology through a variety of inter-firm 
agreements for joint product and process design and development, 
which do not, however, involve an exchange of equity.® 

One of the most salient changes in the distribution of direct foreign 
investment among these countries, however, is the emergence of the 
United States as the principal host country. Clearly the size of the U.S. 
market is a factor. But prior to 1969 an overvalued U.S. dollar had served 
as a disincentive to European and Japanese firms which, having 
recovered from the destructive effects of World War Il, might otherwise 
have invested in the United States.’ As direct investment between 
members of the European Economic Community was fully liberalized 
for EEC firms as early as 1962, the flow of European foreign investment 
was directed primarily to the Community itself and from certain of these 
countries, notably France, to former colonial markets in Africa.® 
Changes in the exchange rate in the early 1970s coupled with growing 
protectionist pressures pushed a number of foreign firms to undertake 
major investments in the United States in this latter period. As Table 4-1 
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indicates, the U.S. share of real inflows of direct foreign investment from 
the major OECD countries rose from less than 15 percent in the 1960s to 
over 40 percent in the period 1978—80 and appears to be averaging close 
to 60 percent in the early 1980s (see the Appendix). At the same time, the 
stock of EEC direct investment in the Community rose from 35 percent 
of that of the United States in 1970 to 80 percent in 1978, with West 
Germany, the Netherlands and the United Kingdom emerging as the 
major capital exporting countries within the EEC and West Germany, 
France and Belgium becoming the principal recipients of intra-EEC 
direct investment.? 

Finally it should be noted that for a number of these countries there 
have been dramatic break points in the inflow of direct foreign invest- 
ment at different points in time (see Appendix and Table 4-1). In 1963-65, 
for example, while the inflow of direct foreign investment halved in 
Canada, it more than doubled in West Germany and almost doubled in 
France. In 1966-68, in contrast, the inflow of new direct foreign invest- 
ment doubled in Canada, nearly doubled in West Germany but rose 
and/or fell elsewhere by far less dramatic amounts. The period 1969-71 
was a break point for Australia when direct foreign investment inflows 
rose by 47 percent, but they declined to their previous levels in 1972—77, 
rising dramatically again in1978—80. The effect of the oil price rise of 1973 
and the increased liquidity of the Eurodollar market are evident in the 
1972-74 period when new inflows of direct foreign investment surged 
from an annual average, in 1975 U.S. dollars, of $959 million in 1969-71 
to $2,414 million in 1972-74 in West Germany, from $679 million 
(1969-71) to $1,420 (1972-74) in France and from $1,458 million (1969-71) 
to $3,268 million (1972-74) in the United States. 

In order to appreciate the extent to which penetration of host markets 
by multinational corporations (MNCs) was maintained and in some 
instances increased during the 1970s, changes in the stock of foreign 
investment abroad and its sectoral location must also be examined. 
Changes in the stock of foreign investment may be financed not only by 
new inflows but by reinvested earnings and loans on the domestic 
market. For the major capital exporting countries, the average annual 
rate of increase in their stock of foreign investment abroad rose steadily 
during the global economic crisis from an average annual increase of 
10.5 percent in the period 1967-71 to 11.2 percent in 1971-75 and 12 per- 
cent in 1975—78.!° The growing stocks of capital abroad thus suggest that 
an important element in the ability of MNCs to adjust lay in their greater 
access to credit — mobilizing domestic resources in host countries and 
borrowing on international markets — and their access to the earnings 
of their subsidiaries in these host markets. “In the case of American 
firms, reinvested earnings represented an amount twice as large on 
average as the outflow of foreign investment from the United States in 
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the period 1970-80. For British firms the ratio is 1.6.”!' Similarly, over 
80 percent of the new foreign investment received by the United States 
went toward the acquisition of existing firms and not to the creation of 
new enterprises.!? Multinational corporations have thus pursued a pol- 
icy of adjustment similar to that of domestic firms; that 1s, they have 
tended to ‘‘shorten their time horizons” and reorient their investments 
toward restructuring and acquisitions. !? This has had an impact on levels 
of industrial concentration and the degree of MNC penetration in key 
industries, as we shall see below. 

Table 4-2 presents data on the stock of direct investment in selected 
OECD countries by economic sector. Although these data were available 
only to 1978, the trend away from investment in resource industries and 


TABLE 4-2 Stock of Direct Investment in Selected Developed Market 
Economies, by Economic Sector 


1971-738 1974—78a 
U.S.$ U.S.$ 
Host Country and Sector Millions % Millions % 
Canada 
Total industry 27,857 100 42,903 106 
Extractive> 10,601 38 14,564 34 
Manufacturing 11,044 40 17,580 4] 
Services 6,212 ae 10,759 2 
Finance 3,120 11 5,443 13 
West Germany 
Total industry 9,153 100 pA PN Ge: 100 
Extractive 1,676 18 STE. 13 
Manufacturing yA 92 63 12,261 59 
Services 1,687 18 8,158 28 
Finance & insurance 506 6 2,648 9 
Italy 
Total industry 6,155 100 5,764 100 
Extractived 955 16 708 12 
Manufacturing 3,059 54 33315 58 
Services 1,863 30 1,741 30 
Banking & insurance 62 | 1,130 2 
Japane 
Total industry 851 100 1,920 100 
Extractive — — —_ — 
Manufacturing 756 89 1,539 80 
Services 95 11 381 20 
Netherlands 
Total industry 7,506 100 11,884 100 
Extractive — — — — 
Manufacturing 5,488 fi 8,303 70 
Services 2,018 27 3,581 30 
Banking & insurance 425 6 13 | 
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TABLE 4-2 (cont’d) 


1971-734 1974—78a 
U.S.$ U.S.$ 
Host Country and Sector Millions % Millions % 
United Kingdom 
Total industry 13,827 100 Deel, 100 
Extractivef 4,084 pie | 6,811 31 
Manufacturing 8,118 59 11,040 49 
Services 1,625 12 4,426 20 
United States 
Total industry 13,914 100 40,931 100 
Extractivef 3,139 oa) 7,885 19 
Manufacturing 6,722 48 16,289 40 
Services 4,053 29 16,657 4] 
Finance & insurance ya pe 20 SETS 13 


Source: United Nations, Centre on Transnational Corporations, Salient Features and 
Trends in Foreign Direct Investment (New York: 1983) Doc. No. UN/ST/CTC/14, 
pp. 48-50. 

Note: The extractive sector includes agriculture, mining and petroleum unless otherwise 

indicated. 

a. Years for Canada are 1971 and 1976; for West Germany, 1972 and 1978; for Italy, 1972 and 

1976; for Japan, 1971 and 1977; for the Netherlands, 1973 and 1976; for the United 

Kingdom, 1971 and 1974; and for the United States, 1971 and 1978. 

Petroleum and mining only. 

Agriculture and petroleum; mining and quarrying are classified under manufacturing. 

Agriculture, mining and petroleum. 

End of March of the year following the one indicated. 

Petroleum only; mining and agriculture, if any, are included under services. 

— = very little or no investment of this type. 


monaac 


to some degree in manufacturing and toward the service sector (banking, 
information processing, insurance, commerce), which has become 
much more pronounced, was already evident then. Data on inward direct 
investment flows by sector for countries not covered in Table 4-2 largely 
confirm these trends.!4 Thus in Australia, annual net flows of inward 
direct investment into the primary products sector fell from an average 
of 37.5 percent in 1966-69, to 32.9 percent in 1969-72, to 13.3 percent in 
1973-75 and to 5.4 percent in 1976-78. As in Canada, inward foreign 
investment flows, however, increased in the manufacturing and service 
sectors. However, much of the manufacturing activity, it should be 
pointed out, consisted of raw materials processing. In Belgium, where 
new inward foreign direct investment in manufacturing had represented 
between 86 and 92 percent of the total up to 1974, in the period 1975-79 it 
annually averaged only 56.1 percent of the total with the remainder 
going to the service sector. In France, the shift was somewhat less 
pronounced as the share of net flows of inward direct investment going to 
manufacturing declined from 45.9 percent in 1971-73, to 41.8 percent 
from 1974-76 and 35.4 percent in 1977-78, while the share going to 
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services rose in these three time periods from 30.2 percent to 33.2 per- 
cent and up to 34.6 percent. The share of net flows of inward direct 
investment going to real estate also rose from 20.7 percent in 1971-73 to 
20.9 percent in 1974-76 and to 25.3 percent in 1977-78. 

Despite the general tendency of the share of new direct foreign invest- 
ment in manufacturing to decline, as Table 4-3 demonstrates, there has 
been some evidence of increased concentration of foreign firms in the 
manufacturing sector. Partly because they “generally play only a rela- 
tively minor role in many of the crisis sectors. . .”!° and partly because 
of their size, diversity, management, and access to technology, multi- 
national corporations in a number of OECD countries were obliged to 
reduce employment to a lesser extent than were domestic firms. In 
Australia, Belgium, Canada and the United Kingdom this has led to a 
‘“srowing penetration of multinational enterprises in the manufacturing 
industry . . . [as] the proportion of total manufacturing employment in 
enterprises with foreign ownership . . . increased, sometimes substan- 
tially, over the seventies. . . .”'© Even more remarkable is the relatively 
steeper increase in the share of foreign firms in production in these and 
other OECD countries during this period. It is important to stress, 
however, that the degree of foreign control remains substantially dif- 
ferent among these countries. Taking the number of foreign-controlled 
companies among the 50 largest corporations as an indicator of the 
relative importance of foreign ownership in the economy of OECD 
countries, we find that there are no foreign-controlled corporations at all 
among the top 50 firms in Japan, only one in Sweden, 2 each in the 
United States and the Netherlands, 7 in France, 10 in West Germany, 11 
in the United Kingdom, and 16 in Canada.!’ 

Two other observations with respect to the role of direct foreign 
investment in the advanced industrial countries need to be borne in mind 
as we examine the policy responses of OECD states toward inward direct 
investment. These are the contribution of direct foreign investment to 
economic growth and the cost of direct foreign investment inflows in 
relation to the longer term outflows of payments (dividends or other 
returns on the funds invested) from the host to the home country. 

With respect to the advanced industrial countries, attempts to assess 
the impact of direct foreign investment are rendered especially difficult 
by the fact that “in relation to domestic capital formation . . . [direct 
foreign investment] is still quite small and there are so many other 
determinants of growth.” !® Nonetheless there are some important varia- 
tions. Direct foreign investment contributed far more to the Canadian 
economy in the early 1960s than it has done during the years since 1963, 
when its contribution never rose above 4 percent of gross fixed capital 
formation and in several years (1976, 1981) was negative. Only in Austra- 


126 Mytelka 


TABLE 4-3 Share Represented by Enterprises or Establishments of 
Enterprises with Foreign Participation in Manufacturing 


Cut-off No. of 


Country Year Point Employees Production Profits Assets 
(percentage) 
Australia@ 1972 50 23:0 28.7 n.a. n.a. 
1973 25 28.6 36.2 n.a. n.a. 
Belgium 1968 10 18.3 33.0 n.a. n.a. 
1975 10 33.0 44.0 n.a. n.a. 
1978 10 38.0 n.a. nea, n.a. 
Canada 1974 50 43. Ja 51.14 n.a. 53.9 
1975 50 44 3a 56.2 64.8 n.a. 
1977 50 n.a. 56.6 1h n.a. 
France>,¢ 1973 20 19.4 n.a. n.a. ma: 
1975 20 19.0 27.8 29.4 n.a. 
West Germany 1972 20 22.4 Zool n.a. n.a. 
1976 25 16.8 21.74 n.a. n.a. 
Italye 17 i 50 18.3 23.84 n.a. n.a. 
Japan 1973 25 2.0 3.8f n.a. n.a. 
1978 25 1.8 4.2 n.a. n.a. 
Sweden 1975 20 8.4 10.1 ake n.a. 
1975 50 5.5] 6.8 aca) n.a. 
1976 20 8.6 10.8 n.a. n.a. 
1976 50 Sy eS fied: n.a. 
1977 20 n.a. few 142 a8 
1977 50 na. n.a. 8.5 4.3 
United Kingdoma__ 1971 50 10.3 14.2 n.a. n.a. 
1973 50 10.8 15.3 n.a. n.a. 
1975 50 12.4 18.7 17.98 naa. 
1977 50 13.9 202 22 SEN ty.8! 


Sources: OECD, International Investment and Multinational Enterprises Recent Inter- 
national Direct Investment Trends (Paris: 1981) Table 1, p. 38; OECD, Commit- 
tee on International Investment and Multinational Enterprises, Multinational 
Enterprises and the Structural Adjustment Process (Paris: September 23, 1983) 
Annex, Table 9, p. 108. 

Note: “Cut-off point” specifies the minimum percentage of foreign ownership for a firm to 
be included in the tabulations contained in this table; e.g., 50% implies that only 
firms with at least 50% foreign ownership are included. 

Establishment-based data. 
Including natural gas. 
Excluding food industries. 
Turnover. 
Data on the basis of a survey of 1,079 corporations which represented on December 31, 
1977, 2.4% of all corporations and 63.9% of total equity of existing corporations. 
Sales. 
Gross value added less wages and salaries. 
a. = not available. 
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lia, Belgium and the United Kingdom did foreign investment contribute 
more than 5 percent to gross fixed capital formation in the 1970s. This 
was a reflection, in part, of the severity of the global crisis, which was 
marked by a decreasing rate of productivity growth, increasing rates of 
inflation and unemployment, accelerated technological change, funda- 
mental shifts in the structure of international competition, and the fall of 
domestic investment. Even then, as Table 4-4 reveals, this contribution 
only once rose above 8 percent. 

Outflows of payments on direct foreign investment, however, rose 
steeply during this period (Table 4-5), generating concern in those coun- 
tries that experienced structural balance of payments problems exacer- 
bated by the impact of the economic crisis. It is important to remember, 
however, that policy responses to such difficulties will not be uniform, as 
the previous relationship of domestic capital to foreign capital, the 
intractability of existing economic structural problems, and prior policy 
initiatives all shape reactions to these new developments. Thus in 
Canada, pressures have risen for a liberalization of earlier foreign invest- 
ment regulations in the hope of inducing new inflows of direct investment 
to offset increasng outflows. !? In previously liberal Belgium, in contrast, 
greater attention is being paid to the need to obtain information from 
MNCs on proposed investment and disinvestment decisions, to devise 
industrial policy measures which stimulate domestic investment, includ- 
ing a greater role for state equity participation, and to safeguard workers’ 
consultative prerogatives and income security in the face of plant clo- 
sures.*9 Attention was particularly attracted in Belgium to the cost of 
direct foreign investment because the share of industrial incentives going 
to foreign-controlled enterprises was quite high: 52 percent in 1975, 
43 percent in 1976, 53 percent in 1977, 35 percent in 1978 and 46 percent 
in 1979.2! 

Real outflows of direct foreign investment from the ten major OECD 
countries covered in this study trebled during the decades of the 1960s 
and 1970s — rising from an annual average of $9,107 million in 1960—66 
to $16,307 million in 1967-73, $23,658 in 1974-80 and $28,507 in 1981 
(Table 4-6). The postwar recovery and growth in the size of domestic 
firms, coupled with the imperatives of international competition, led 
West Germany, France, Japan and Canada to join the United States and 
the United Kingdom as major capital exporting countries in the 1970s. 
Although American DFI continued to rise, its relative share in total 
outflows by the major OECD countries fell from an average of 70 percent 
in the period 1960-68 to 47.8 percent in the years 1978—80, and there is 
some indication from Table 4-6 that the U.S. share had slipped below 
25 percent by the early 1980s. 

The increasing propensity of the advanced industrial capitalist coun- 
tries to invest in each other’s markets, the emergence of West Germany, 
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TABLE 4-7 Ratio of the Stock of Direct Investment Abroad 
to the Stock of Inward Direct Investment 
for the Major OECD Countries 


Stock in 1978 


1967 1973 1978 Abroad Inward 
(U.S.$ billions) 
Australia 0.074 0.049 0.101 es 10.9 
Belgium-Luxembourg 0.929 0.579 0.490 4.7 9.6 
Canada 0.193 D257 0.315 13.6 43.2 
France 2.000 1h7 1.000 14.9 14.9 
West Germany 0.833 0.908 1.089 31.8 29.2 
Japan 2.500 8.583 tia? 26.8 2.2 
Netherlands 2.245 2.053 852 pe he 12.8 
Sweden 3.400 3.000 4.615 6.0 hese, 
United Kingdom 2.134 1.546 [265 41.1 Saco 
United States ayn Ae! 4.917 4.120 168.1 40.8 


Source: Computed from UN Centre on Transnational Corporations, Salient Features and 
Trends in Foreign Direct Investment (New York: 1983) Doc. No. UN/ST/CTC/14, 
Table 2, p. 34. 


Japan and Canada as major capital exporting countries, and the emer- 
gence of the United States and France as capital importing countries 
have somewhat altered, although not entirely changed, the situation of 
each of the major OECD countries with respect to direct foreign invest- 
ment. A summary measure of this change is the ratio of the stock of 
direct investment abroad to the stock of inward direct investment. 
Table 4-7 compares these ratios for the years 1967, 1973 and 1978. For 
Australia, Belgium and Canada there is a clear disequilibrium between 
domestic stocks and stocks abroad. Taking a more dynamic perspective 
by comparing the outflows (Table 4-6) to the inflows (Appendix), how- 
ever, reveals that, while Australia and Belgium remain countries in 
which inward direct investment dominates outward investment, this 
ratio changed in the Canadian case from 0.138 (1960-62) to 0.857 
(1972-74) and then shifted dramatically to 2.118 (1975-77) and 2.256 
(1978-80) as outflows far exceeded capital inflows in those two periods. 

Although the stocks of French, Dutch and British investment abroad 
exceed the stock of inward direct investment, the ratio of capital out- 
flows to inflows reveals that inflows exceeded outflows in France 
throughout the 1970s, whereas the reverse was true for the Netherlands 
and the United Kingdom. For West Germany the ratio of stocks abroad 
of inward DFI hovered around the unity mark, but, in more dynamic 
perspective, the ratio of outflows to inflows moved from a range of 0.492 
to 1.182 during the period 1960-74 to 2.575 in 1975-77 and 3.338 in 
1978-80. In Japan this shift to capital exporting is even more dramatic 
(Table 4-7) with the take-off in direct foreign investment abroad coming 
in the period 1972-74, when the ratio of outflows to inflows rose from 
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2.471 (1969-71) to 13.563. As a recipient of direct foreign investment, 
Sweden remains of limited importance while its stocks of direct invest- 
ment abroad have been increasing. In the next section we will examine 
the extent to which capital exporting is associated with a liberal 
approach to capital imports. 


Policy Responses to Direct Foreign Investment 


This section provides data on both explicit and implicit policies of the 
major OECD countries toward direct foreign investment. It covers, 
moreover, both regulatory and inducement policies designed to channel 
foreign investment into desired sectors or regions or to affect the 
amount, timing or location of inward direct investment. 

Explicit regulatory policies are dealt with under four broad headings: 
authorization procedures and conditions of entry, both summarized in 
Table 4-8; sectors reserved to domestic investors, listed in Table 4-9; 
and other restrictions on foreign investment, noted in Table 4-10. Pol- 
icies aimed at strengthening domestic firms vis-a-vis foreign corpora- 
tions, including sectoral industrial policies and selective nationalization, 
are implicitly regulatory and are discussed in the body of the paper. 

Explicit incentive policies, briefly summarized in the text, include the 
broad range of fiscal, financial and other investment incentive policies 
adopted on a seemingly nondiscriminatory basis to stimulate industrial 
restructuring or regional balance but generally acknowledged to have 
been used to favour new foreign investment in particular. 


Regulatory Policies 


Only four of the OECD couniries have no formal authorization pro- 
cedures for inward direct foreign investment (Table 4-8) but each of 
these — the United States, the United Kingdom, Italy and West 
Germany — have a number of implicit mechanisms and policies which, 
in many instances, perform the same function. 

In the United States, for example, a formal notification requirement 
for incoming foreign investment is used to impose reporting require- 
ments on foreign firms. An Office on Foreign Investment in the United 
States then analyzes these data, and a Committee on Foreign Invest- 
ment, established in 1975 under Treasury chairmanship, monitors the 
impact of foreign investment on the United States economy.?? While this 
committee met formally only ten times from 1975 to 1981, under Congres- 
sional prodding it appears to have become more active in the past two 
years.** 

In Italy, prior authorization is required for foreign investments in the 
finance sector and “major direct investments in Italy require approval by 
an interministerial committee. They are not screened, however, to sort 


Mytelka 133 


‘suoljetado SUuNsIxa 

0} pajejaiun vale UT ssauIsng Mou 
Jo JUDWYSI[GeISO (I PUB :SIOAODYR) 
UBIDIO} (I :(SISVq 9SeVd-Aq-ased 

uo) [Hq JO sodA} OM) SMOIIADI 


ADUDSY MAIADY JUSWYSIAU] USI9IO{ epeur) 
‘JayIeW ssueYydxX9 

USTA1OJ [eIYJO (OL61 JO MRT 

I9AO SUOTIORSURI} uolsuvdxs [ei1aues pue [euolsal) 

Jo} poimbel 91n Wsuy] ‘sjeuoneu Jqq-uou Aq su Qqq-uou Aq suonerodi09 

asueyoxy sInoquisxn’y] Spiq Jo 9seo Ul oqnd ul sareys Jo aseysind 10} 
-umnisjag jo jeaoiddy poinbai feaoiddy posnbal jeaoidde Arjstuljy doueUl{ ZInoquioxn T-wnI3[9q 

“SISeq 

‘posnbar “ydap asvo-Aq-aseo & uo sjesodoid SMaIAdI 

‘THq premul JUSWUIIAOS JURAZIOI (GUI) plweog MoIAdY JUIUSIAUT 

[|e Jo} pornboi yueg Jayjo 10 AInseoiy, USIDIOT :S}USWYSIAUT UTE}IID 
dAJOSoYy JO UOTeZWOYINY jo yeaoidde jersods JO} pasnbos uoneziuoyine JOU elyensny 
posmbey jeaoiddy SPIq JoAOIyR], 10J (TAQ) JUsWIseAUT USIdIO] 49911G Aaqunod 

jO1jUOD asURYXy sony jepeds PABMU] [[Y 10 aWlog 10J 


poimbeay uonezioyjny 
ee ee ee SS SS 


JUIUISIAUT USIIIOT JIG PARMUT OJ SoINpIO1g UOHeZIOYINY §-p ATAVL 


134 Mytelka 


‘posoduil 
useq Aljeoipotiod aAeyY 


‘suone[nsol 
‘SMB] YOUDI Jo uoNeodde 
BUT}ONIJSGO JUIWISIAUI (III 
pue ‘AyLindes ‘yey apso0 
ayqnd sundsojye JUSWSOAUI (I 
‘Ayioyyne sijqnd jo 
uoneisiurwupe ul oyedionied 
yey} AWANIE JO $10}9S (I 
:0ueUI pue AWOU0DY 
jo ASU, JO UONeZoYy Ne 
aiinbai YOIyM ‘Sased SUIMOTI[OJ 
ay} ul ydadxea ‘ATUO UOTeOyNou 
Joud ‘sjeuoneu Oqq J04 (q 
"SaSLIdiajUud 9}8)S9 [est (I 
pue ‘1eoA 
Jepusyed Jad uolfpiw ¢1y ey) 
dn astidisjua oped} [iejo1 10 
yeroipuey pojetodo-19uMO Jo 
JUSWYSI]qeisd JO aseyoind (I 
SoatOe ApBal[e SI 1OJSOAUI 
aIaYyM Sevoie Ul 1e9A Jepusjes 
Jad uo coi 0} dn [Aq Mou (1 
‘S9SBVO BUIMOT[OJ UI Jd9dx9 
‘palmnbal soueuly pue AWou0dg 
jo Asiulpy Jo uoNezuoyne 
‘sjeuolneu DyA-UOU IO,F (& 
9961 
jo PY suOnLsYy DWOUODY UsIIIO{ 
dy) SUNUDWIIdWIT S9dIDap SNOLIeA 


a0uely 


F Be 


Mytelka 


‘JOIUOD BBUBYSXI IOJ 
JUDPISII SB PalapIsuod 
a1e Sastidiajua dSOWOp 
pal[o1jUod-usIa10J ‘ATU 
JUSITYST[Gejso [eHIUL 

— yurg spueyioyjoNn 
Aq uonezuoyiny 


JUON 


pasmbay peaoiddy 


jouod sdueYyoxy 


‘((QUoWWUIaAOS ‘suOTUn 

YUM UOT}e}]NSUOd 

‘uoneoynou JoLid 

‘soreys Jo suroiid 

}O9.LI09 0} 9}¥]91) 

suOT}ISINDSe ‘Sjod19U 
a1 Sani yersods SpueIoyIoN 


‘payoayye A[ISIOApPe S}So1OJUl 
gsoueder ao} SIa\sIulpY JUdJadWOd 
Joyo ‘aoueUly JO 13}Stuly 
JI Sasneyo prensayes 0} yoafqns (I 
‘(syonpold 
Joyyesy puve Joyyesy +10 :suTUTW 
‘Surysy pue Assosoy ‘ainy[NoLIse) 
SOLISNPUl ps}daoxa ANOJ (I 


‘pasinbas st pouiaouo09 :1d99x9 ‘(QR6] Jaquisa9q 
9stidia}Ud JO JUISHOD jo se) AJUO uONedyHOU 10g uvdee 
SUON JUON AURUWIAD ISA 


SPlq IIAOIYB], 10J (IAQ) JusUSIAUT USTIIOY IIIT Aayunoy 
sany pereds P1ABMU] [[W 10 IUIOg 10J 
paimbeay uoneziioyjny 


(p,JU0S) Q-p ATAVE 


~ 


Mytelka 


136 


THC premur jje 
JO} pornbor yueqsyny 
SOBLIDAS JO UOISSIUWIdg 


‘poyueis Appe1oqiy 
SI UOISSIUIod ‘aooe1d Uy ‘(Soreys 
..9eJ-UOU,, powisap) UONe10d109 
YSIPOMS ul [eyIdes oreys Jo jUudoI0d 
Op puke s}YysLI SUNOA Jo JUDddI0d 
QZ URY) o10W JO UOTISINbSe (II 
pue 
“SHsOdap [e1OUIW SULYIOM/SUTUTRIS 
Io (t4amod OIpAY SUIpNyout) 
Ayiodoid [ear Jo uonIsmMbose (1 
‘MBT SOOINOSOY [BUONRN 
9161 Aq passaod spjay Ul [4d ( 
:SOSBD BUIMOT[OJ Ul potNbdl 
JUIWUIIAOS JO UOTSSsIUIod elsads UIPIMS 


Mytelka 137 


‘(E861 “VONTWUIO) 
uesuewy YWON-Yysnug --O'd ‘yoySuTYseEM) SatJUuNOD padojaraq IY! Ul SA1I1]0d :s]DUOIIDULINPY PUD StuaUUsIAO|) “URLPJES ‘a'v pue 
“(8261 ‘JOUPIOON pue Hours :SPUBLIOYION) SAUNOD GIAO 2s Ul MaUISaauy Jad ‘YOMeD ‘M SNL :(PL6l YW *S6—£6 “ON sune[[ng 
‘AVISIOATUL) YIOK MON SYIOX MON) S4OISAAUT “S) pavmol SalayOd uvadoingy Usaisan ‘uXmappog uUvef ‘(Q86I) SUONDIOdIO) [DUO DUSUDAT 
0} Suvjay SuOolDjNsay PUuv UONDISISaT [DUONIDN! 0} Juawmalddngy *JLOINN ‘(Q/61) SUOUDIOdIOD [DUONIDUSUDAT O} Buvjay Uo1pyjnsay 
pun uoiy]sisa] [DUOHON ‘DS LONN ‘(ZQ6]) SAUIUNOD 4aqUa~| GIAO Ui juauUssaauy joaaig papauy suroaffy stuaupaduy puv sjo4uo) ‘qoa0 


:§aDANOS 


(6-p 21GB 99S) pur] Jo CLO] Ul POYST[qeise SBM JUSUSOAUT 
diysisumo usIa1O} UO UZIDIO. UO sa}}IWWOD) V “A[UO 
SUONeINSII 97e}S SWIOG sjuswiosnbes 3unsjodal ‘UONeoYHON saje1g powuy 


‘(ayep 0} pardde 1aA9u) 
JUSPISal “yy -UOU 0} 
asuidiajue suLINyoRjnueW 


(Lr6l JO yueyIoduit Jo [ONUOS jo 
yY jomuoD ssueyoxy) yoysuey yqryoid ues ‘AINSBOIL, 
‘polinbor pue[suq JUSWUIDAOS OU} (SL61) ay} Aq JUSWSIAUI JOOP uSsIIIOJ 
jo yueg jo uonezuoyiny yoy Asnpuy Jopur ZUILIOOUT JO MAIADI B[GVIPISUO,) wopsuly pou) 


peimnbay jeaoiddy SPlq JOAOIYL], 10J (Jaq) JUaUNSeAUT USIIIOY 211d 
joUuOD ssueYyoXxy sany peteds p1IBAU] [[V 10 9UlOg 10F 
pornbay wonezioyj ny 


AIVUNOD 


(p.JU0S) S-p ATAVL 


138 Mytelka 


out those projects which are more desirable or to increase benefits. 
Direct investments are affected, however, by controls on capital and 
income flows.”?°> 

Similarly the United Kingdom, through its exchange control regula- 
tions, is able to screen incoming foreign investment. New investors are, 
in fact, required to apply 


to the Bank of England for permission to bring in capital and to borrow 
locally. . . . The Bank of England decides directly in the case of smaller 
investments but refers large and/or more sensitive ones to the Treasury’s 
Foreign Exchange Control Committee which regularly assembles represen- 
tatives of Treasury, the Department of Trade and Industry and other relevant 
units if necessary.26 


In addition, investors are expected to contact the Department of Trade 
and Industry in order to satisfy them that the investment is “‘desirable” 
and that it “qualifies for the various incentives available.”’’ 

While West Germany thus remains the only country without explicit 
or implicit screening mechanisms, decisions of the Federal Cartel Office 
do set out certain broad limits to the expansion of multinational corpora- 
tions, since multinational corporations tend to be the ones involved in 
many of the larger mergers in West Germany. “Both the other firm and 
the Cartel Office must be informed if a firm acquires 25 percent par- 
ticipation. Merger provisions apply explicitly to transborder combina- 
tions, and have been applied to deny such mergers.”’?8 Moreover, in the 
wake of a rash of direct foreign investments by Organization of 
Petroleum Exporting Countries (OPEC) governments in the 1970s, nota- 
bly Iran’s acquisition of a 25 percent interest in Krupp and the Kuwait 
government’s purchase of a 14 percent share in Daimler-Benz, the 
West German government established ‘“‘an informal notification system 
in which the banks and major firms report to the government any 
impending sales of companies or large blocks of shares to foreigners 
and... inafewcases the government encouraged German investors to 
buy the equity being offered for sale. . . .”?°? 

In all other OECD countries some form of explicit state involvement in 
the inward foreign investment process occurs. In Australia, Canada, 
Finland, Greece, Ireland, Japan (prior to 1980), New Zealand, Norway, 
Portugal and Sweden, most inward foreign investment is subject to prior 
authorization. In the remaining OECD countries, under certain specified 
conditions, inward foreign investment is subject to authorization by 
central bank or ministerial authorities. Thus, when a takeover is 
involved (Belgium) or when the amount of the investment exceeds a 
specific threshold (Denmark, France) or where it might imperil national 
security or adversely affect local industry (Japan, post-1980), authoriza- 
tion is required.?° 
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All of the OECD countries, moreover, have restrictions on entry of 
foreign direct investment into certain sectors (Table 4-9). For national 
security reasons defence industries, nuclear energy and utilities are 
prime candidates for closure to foreign investors. Financial institutions, 
especially banks, and communications media are also frequently closed 
to foreign ownership or closely regulated. In a number of cases, par- 
ticular activities deemed vital to the national economy, such as resource 
extraction and processing, transportation, petroleum, steel, or auto- 
mobile manufacture, may also be reserved for national investors — 
state or private. 

A large number of OECD countries also restrict land ownership or the 
ownership of real estate by nonresident foreigners. This applies, for 
example, in Australia, Finland, New Zealand, Norway, Japan, Portugal, 
Spain, Sweden, Switzerland and a number of individual U.S. states 
where land is prized for its leisure value (beachfront property), its subsoil 
resources or its scarcity. 

Access to local borrowing is another area in which a number of OECD 
countries discriminate against foreign investors (Table 4-10). There are 
no restrictions at all in Canada, West Germany, Japan, Netherlands, 
Switzerland, the United Kingdom and the United States. But there is 
some form of restriction in all the other OECD countries. Table 4-10 also 
reveals that several OECD countries require, as do France and Australia, 
or have required, as did the United Kingdom until 1979, exchange 
control approval for the repatriation of capital and profits. In addition, 
Sweden, Switzerland and some of the U.S. states require a certain 
proportion of nationals on the board of directors of foreign-owned firms. 

Despite this plethora of regulations, in only four of the OECD 
countries — Japan, Canada, Australia and Italy — has a separate for- 
eign investment act been enacted. In all other cases authorization pro- 
cedures and investment restrictions were incorporated into central 
bank, trade, or other legislation. Only in Canada and Australia, more- 
over, were specialized foreign investment review agencies created, 
although in a number of countries (Belgium, for example), a high degree 
of centralization of the authorization process is evident. 

In addition to explicit regulatory policies, a number of mechanisms 
have been designed to help domestic firms hold their own against possi- 
ble competition or takeover by foreign firms. Such implicit regulatory 
policies include the kind of screening made possible by antitrust policy, 
as in Germany, specially designed industrial policies or credit facilities, 
and discriminatory practices in the bidding for government contracts. A 
few examples will demonstrate the range of such policies and the breadth 
of their practice within the OECD. 

With specific reference to Australia and Canada, Grewlich notes that: 
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Some governments have brought in policies having the effect of limiting the 
growth of enterprises under foreign control in certain important sectors by 
assisting domestic firms to reach a level of production and productivity 
enabling them to hold their own against external competition. The methods 
used include, for example, government support for research and develop- 
ment, financial assistance, and management training. . . .3! 


Thus in 1970 the Australian Industrial Development Corporation was 
created with a view to borrowing capital and lending the funds to 
Australian industrial firms and/or undertaking equity participation in 
such firms. Similarly the Canada Development Corporation was estab- 
lished in 1971 to help develop and maintain Canadian-controlled and 
-managed corporations. 

Industrial policies geared to specific sectors and containing special 
measures to promote mergers and provide credits for research and 
development or for modernization have also been used to encourage 
domestic ownership or control. The French plan calcul, covering the 
computer industry, and the aeronautics and steel programs fall into this 
category.7* U.K. undertakings that lacked the sectoral planning ele- 
ment, but nonetheless were clearly aimed at ensuring a domestic pres- 
ence in a specific sector, include the government-sponsored merger of 
BMC and Leyland Motors, engineered by the British government to 
counteract the takeover of Rootes by Chrysler, as well as Ford’s and 
General Motors’ strong presence in the United Kingdom, and “‘favoured 
government purchases of British pharmaceutical and telecommunica- 
tion products.’’33 West German government encouragement to its 
domestic firms to purchase assets in companies threatened by takeover 
bids from foreign companies has already been noted. Nationalization 
has also been used to maintain a domestic presence in a sector domi- 
nated by multinational corporations, as the Italian state holding com- 
pany IRI did in the case of two of the main national food processing and 
distributing companies in the late 1960s, and in the case of Innocenti 
steel.74 

Lastly there are numerous examples of exceptions to treatment accorded 
domestic firms, especially in tendering for government contracts. In the 
United States, for example, “foreign-controlled firms are not eligible for the 
facility security clearance required to bid on U.S. defence contracts, except 
under special arrangements made on a case-by-case basis.”*° This covers, 
however, a wide variety of firms in the high-technology sector. Although 
such exceptions are permitted under OECD regulations by reason of public 
order or security interests, no similar justification can be offered in the case 
of a 1973 announcement by the Australian Prime Minister “that tenders for 
government contracts would be awarded to an Australian-owned enterprise 
in cases where Australian-owned and foreign-contolled firms would submit 
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tenders which meet specifications and are equal in respect of price and 
availability. 3° 


Incentive Policies 


All the OECD countries have a wide variety of incentive programs 
designed to induce new investment to enter desired sectors and regions. 
Most of these programs are nondiscriminatory in nature, but quite a few 
have been used to favour direct foreign investment in particular. “Some 
of the most frequent of these policies comprise favoured tax treatment, 
export subsidies, ‘location grants’ within the context of regional pol- 
icies, subsidised training of local labour, preferred access to local credit 
and possibly also protection against imports. .. .”3’ In Belgium, for 
example, the income of foreign managers and technicians qualifying as 
‘non-residents having a dwelling in Belgium” is subject to favourable 
rates of taxation, and the “coordinating and supervisory” offices of 
foreign firms, if they are “auxiliary and preparatory” and not directly 
engaged in income-producing activities, are exempt from taxation.%8 
Guarantees of obtaining foreign exchange at the official rate for repatria- 
tion of capital funds and for profit remittances are also offered to foreign 
investors in Belgium, and, in Italy, to foreign firms engaged in “‘produc- 
tive investments.’’3? In Switzerland, “tax concessions are available to 
foreign-owned companies which function principally as holding com- 
panies or which provide services to foreign affiliates.’’4° 

To alert foreign investors to their incentive policies, several European 
countries, notably Belgium, France, Greece, Ireland and the Netherlands, 
have specialized investment centres abroad or designated sections within 
their ministries at home designed expressly to negotiate fiscal and other 
concessions that might influence the amount and timing of the investment as 
well as its contribution to the host economy in terms of employment, 
exports, research and development or new technology. The DATAR, the 
Délégation a l'aménagement du territoire et a l’action régionale, for exam- 
ple, sponsors a French industrial development agency with offices in New 
York and other major foreign cities for this purpose. The Belgian industrial 
section of its consulate general in New York plays a similar role in negotia- 
tions with potential foreign investors.*! 

As the above review of regulatory and incentive policies illustrates, all 
of the advanced industrial capitalist countries have begun to pay greater 
attention to foreign investment and to negotiate with potential or actual 
investors. Considerable variation, however, exists in the kind of reg- 
ulatory and incentive policies they have adopted. At one extreme we find 
West Germany and the Netherlands, which have few explicitly reg- 
ulatory policies with regard to direct foreign investment. Like the United 
States, the United Kingdom and Belgium, however, they have a number 
of implicitly regulatory policies. Belgium and the Netherlands, more- 
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over, have provided substantial incentives to foreign investors. France, 
Canada and Australia have each adopted explicitly regulatory policies, 
although only the latter two have created specialized foreign investment 
review bodies. Sweden and Japan (until 1980) have been most restrictive 
in their approach to direct foreign investment, but without the kinds of 
explicitly regulatory policies that have attracted so much attention to 
Canada and Australia. Correlating this information with the data on 
capital exporting from the first section of this paper reveals an absence of 
any significant relationship between capital exporting and regulation 
during the 1960-80 period. Although the United States and the United 
Kingdom are the two traditional capital-exporting countries, and each 
has maintained relatively liberal policies toward incoming direct foreign 
investment, Belgium and West Germany were not major capital expor- 
ters, and inflows of capital exceeded outflows of capital throughout 
much of this period. Yet they, too, are among that group of countries 
with fewer regulatory policies. At the other extreme, there is also an 
absence of correlation. Sweden, traditionally a capital exporter, has 
maintained highly restrictive policies on direct foreign investment. In 
Japan, where capital outflows increased dramatically in the 1970s, liber- 
alization did begin in December 1980. This, however, is directly attribut- 
able to threats by the United States to close its market to Japanese 
goods, rather than to incoming Japanese investment which, in fact, it 
was seeking. Finally, as we shall see in the next section, while French 
liberalization may, in part, be a function of increasing pressure from 
firms engaged in exporting capital to liberalize the domestic economy 
from all state restrictions, such arguments cannot be made for Austra- 
lian liberalization of its foreign investment regime since Australia did not 
emerge as a capital exporter in this period. 


State Intervention in the Foreign Investment Process 


In this section we will examine the changing policy responses of the state 
to direct foreign investment in the period 1960-80. As such responses are 
conditioned by (a) the pattern of direct foreign investment and its rela- 
tionship to the realization of economic and social goals, as these are 
variously defined at different times; (b) the historical role of the state in 
the economy; (c) the nature of coalitions operating at the centre of the 
policy-making process and their orientation toward direct foreign invest- 
ment; (d) the impact of changing economic and social conditions on the 
environment within which policies toward direct foreign investment are 
made; and (e) previous policy experience with respect to foreign invest- 
ment, this analysis must be situated within the context of specific 
countries. Australia and France, both of which have relatively high 
levels of foreign investment and explicitly regulatory policies toward 
direct foreign investment, have been chosen as case studies here. 
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Australia 


In the years immediately following World War II, economic and social 
policy was “strongly influenced by the near-invasion of Australia during 
the war’’*2 and the massive unemployment of the Depression years.*? 
This was particularly evident in three government policy initiatives: the 
‘““move to increase the self-sufficiency of the Australian economy via an 
expanded industrial base”; the decision, in 1949, to eliminate the poten- 
tial strategic weakness of vast underpopulated areas by promoting large- 
scale immigration;*4 and the efforts expended to attract the overseas 
capital believed to be needed to support each of the previous ini- 
tiatives.+°> This was also the year in which the Liberal—National Country 
(LNC) party coalition came to power, and this conservative government 
with its private enterprise philosophy would remain ensconced at the 
federal level until December 1972. With a rapidly growing population, a 
booming demand for housing, consumer durables and capital goods, and 
an open-door policy toward foreign investment, the Australian market 
became highly attractive to foreign firms. When in the 1960s the hitherto 
largely unsurveyed country revealed extensive deposits of iron ore, 
nickel, phosphate and bauxite, the inflow of direct foreign investment 
into mineral processing also rose dramatically. 

Initially, “the colonial connection ensured easy entry by British firms, 
and helped to develop the derivative industrial structure that has 
remained a feature of the Australian manufacturing industry.’*° But 
U.S. direct investment in Australia was accelerating rapidly, increasing 


by 1071 percent between 1950 and 1967, compared with an expansion in total 
American direct investment abroad of only 403 percent during the same 
period. The growth of the American corporate commitment in Austra- 
lia. ..wWwas... substantially greater than the 405 percent increase in 
Canada, both areas of major American investment interest in the fifties and 
sixties. The level of U.S. corporate investment in Australia more than 
doubled between 1962 and 1967 alone.*7 


As early as 1954 the accelerated inflow of American direct foreign 
investment had called attention to the potential loss of Australian oppor- 
tunities for participation in the high growth and profitability of new 
enterprises. In that year General Motors released its annual report 
revealing that the considerable profits earned by its Australian subsidi- 
ary would be entirely remitted abroad as all ordinary shares in this 
company were owned by Americans. This seeming unwillingness of 
foreign investors to allow Australians to participate in the equity of their 
ventures was sharply criticized in the press and by a small group of 
nationalists on the left.48 But a full ten years elapsed before the state 
intervened and then it was a conservative coalition government which 
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began the steady progression toward increased state intervention in the 
foreign investment process. This response had its roots in the increased 
penetration of foreign capital in the resource sector and the rising 
concern over balance-of-payments difficulties, generated in part, by the 
costs of foreign investment. Given the traditional openness of the LNC 
coalition to foreign investment, however, neither of these factors alone 
would have been sufficient to provoke the regulation of direct foreign 
investment. A trigger mechanism to catalyze nationalist sentiment was 
necessary, as we shall see below. 

Throughout the 1950s and 1960s Australia continued to attract direct 
foreign investment — especially into the extractive sector, which 
emerged as the most dynamic sector in the economy during the 1960s 
and 1970s. By the late 1960s, there were only four other countries — 
Canada, the United Kingdom, West Germany and Venezuela — in 
which the book value of U.S. direct investment exceeded that in 
Australia.*? In terms of the per capita U.S. dollar value of American 
direct investment, at the end of 1967 Australia was also near the top, 
ranking third with $204 behind Canada ($901) and Venezuela ($286) but 
well ahead of the United Kingdom ($112), West Germany ($58) and 
France ($39).°° 

With rapidly rising rates of new direct foreign investment, foreign 
ownership of Australian manufacturing and resource industries became 
pronounced. In 1965 it was estimated that the foreign share of the 
automobile, pharmaceutical and petroleum refining and distributing 
industries was over 95 percent, while 83 percent of the telecommunica- 
tions industry, 80 percent of soap and detergents, 84 percent of the 
brown coal, and 75 percent of the silver, lead and zinc mining were in 
foreign hands.°! 

The costs of this high level of direct foreign investment were also 
rising. By the mid-sixties, “26—27 percent of total company income after 
tax was payable abroad’’ as compared with approximately 
18-20 percent in the early fifties.°* The rising rate of outflows of pay- 
ments on direct foreign investment, coupled with Australia’s import- 
dependent industrialization process and the major fluctuations in world 
prices encountered by its primary exports, helped generate three severe 
balance-of-payments crises during the 1950s and 1960s. Given the con- 
servative orientation of the government in this period, however, balance- 
of-payments pressures led not to the regulation of capital outflows but to 
increased reliance on new foreign investment as a means to develop the 
mineral exporting sector.°? Federal and state governments thus contin- 
ued to provide lucrative incentives to attract new foreign capital into 
manufacturing and raw materials processing. In one instance the federal 
Department of Supply promised a foreign firm “duty-free admission for 
all imported materials if it agreed to manufacture locally” and, in 
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another, the firm was promised “a premium above the price of imported 
goods for its output.”°4 When 


Mobil oil decided to build its second Australian oil refinery, the South 
Australian government encouraged the company to build in that state by 
agreeing to provide not only access roads and railroad track but also hous- 
ing, water and electricity. This was in addition to an undertaking that state 
preferences would be given to the products of the new refinery.*5 


At the same time, however, the need to meet rising Australian demand 
for participation in these industries obliged the government in 1964 to 
request that all new proposals for foreign investment in the minerals 
sector, and particularly in the Gove Peninsula bauxite deposits, include 
provisions for Australian equity shareholding.°® Efforts to implement 
more thoroughgoing regulations were opposed by the Treasury at this 
time.?’ 

It was thus with considerable shock that the conservative government 
of Prime Minister Holt greeted the U.S. “guidelines” policy on foreign 
investment adopted in 1965. Despite a background of balance-of- 
payments problems and sensitivity over the lack of participation of 
Australian capital in new minerals processing and manufacturing ven- 
tures, the first concrete step toward the regulation of inward foreign 
direct investment was, in fact, a reaction to this U.S. policy initiative. 
The response was contained in the government’s official policy state- 
ment, Overseas Investment in Australia, published annually: 


Following the measures taken by the United States Government to restrict 
the flow of capital to a number of countries, including Australia, the Govern- 
ment requested that the Reserve Bank be consulted before overseas com- 
panies, or Australian companies in which there is a substantial overseas 
shareholding complete plans to borrow in Australia. . . . The general aim is 
to avoid overseas interests making too great use of Australian borrowings in 
substitution for funds that would otherwise be provided from overseas 
sources,>8 


Implicitly regulatory policies aimed at strengthening domestic firms vis- 
a-vis foreign corporations were the next order of business. In 1967 the 
Australian Resources Development Bank Ltd. and, a few years later, the 
Australian Industry Development Corporation, were set up with govern- 
ment financial backing in order to strengthen the capacity of Australians 
to undertake new investments.°? These implicit policies were followed in 
September 1968 by a more explicit government intervention to ensure 
local equity participation. Following heavy stock market purchases of 
shares in a large Australian-owned life insurance company, M.L.C., 
Prime Minister John Gorton announced his government’s intention “to 
amend the Companies Ordinance of the Australian Capital Territory 
(where the company was incorporated) to prevent that company and its 
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accumulated stock of Australian savings falling under the control of 
anonymous and probably foreign interests.’ 

Three months later Gorton approached the Australian stock 
exchanges and requested that they change their listing requirements so 
as to permit companies to amend their articles of association in such a 
way as to ensure “that control of the company, exercised through the 
voting power of the shareholders, remains in Australian hands.”®! The 
stock exchanges reluctantly acceded to this request in January 1969. 
Then in 1971 the Gorton government appointed a Senate Select Commit- 
tee on Foreign Ownership and Control to consider new measures to 
channel foreign investment and reduce its costs. A year later, the 
Liberal—National Country party under Prime Minister McMahon imple- 
mented the Companies (Foreign Takeovers) Bill of 1972. 

This series of “nationalistic” measures implemented by a government 
ostensibly partial to free enterprise and an open door for foreign invest- 
ment evoked considerable international furor. As in the case of the 
Andean group, whose members negotiated their regional regulations on 
foreign investment and technology transfer in the same period, interna- 
tional opposition to the Australian regulations took the form of threats to 
withdraw and/or withhold foreign investment.©2 Where the host market 
remains attractive for other reasons, however, there is usually little 
likelihood that such threats will be translated into action, and that indeed 
was the case in Australia. New inflows of direct foreign investment 
(Table 4-1) rose 47 percent in 1969-71 over 1966-68, and by 1972-73 
foreign firms in the manufacturing sector accounted for 36 percent of the 
output and 29 percent of the employment (Table 4-3). The LNC 
government’s response was not deemed adequate by the electorate. 

In 1972 the first Labour government in two decades was elected ona 
platform which stressed the need to ensure a larger Australian share in 
new investment projects and the repurchase of foreign assets in Austra- 
lia. The latter was particularly aimed at the rising foreign share in the 
resource sector. In January 1973 federal export controls were extended 
to all minerals, raw and processed. In March the Whitlam government 
halted the construction of natural gas pipelines by a private consortium 
pending establishment of a national pipeline authority. Over the next 
several months the government 


announced decisions to establish a Petroleum and Minerals Authority “for 
exploration, production and refining” . . . to expand the Australian Indus- 
try Development Corporation . . . [to abolish] the subsidy for oil explora- 
tion . . . [and] existing tax concessions for mineral prospecting. . . and [to 
set up] a new treasury division on foreign investment and take-overs.® 


Screening of new foreign investment under the Companies (Foreign 
Takeovers) Act was begun on a case-by-case basis in 1974 and was 
subsequently extended to the expansion of existing firms.° 
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By the early 1970s reduced levels of immigration and a low rate of 
natural population increase had sharply reduced the growth prospects of 
the domestic market in Australia.©> ““Even though certain parts of 
manufacturing were afforded increased protection . . . for example, the 
motor vehicle industry . . . this was not enough to arrest the increased 
pressure felt by local manufacturing firms.”°° Many of these firms were 
American and in early 1974 their views were published in Australia by 
the American Chamber of Commerce.®’ Unemployment had also begun 
to rise sharply in the mid-1970s and, despite two devaluations of the 
Australian dollar aimed at spurring exports and reducing imports, the 
high import content of Australian manufacturing industry was translated 
into high rates of inflation which raised domestic manufacturing costs 
above those of its export competitors — the Asian non-industrialized 
countries. Facing a stagnant domestic market and an inability to export 
competitively, Australian firms began to invest abroad, increasing the 
balance-of-payments disequilibria that had induced conservative gov- 
ernments in the past to favour new inflows of foreign investment. The 
elimination of subsidies and tax concessions for oil and mineral explora- 
tion, the increased effort to buy back Australian processing industries by 
the state and private Australian capital, and the stagnant domestic 
market, however, provided strong disincentives to new foreign invest- 
ment, and in 1972—74 new inflows of direct foreign investment (Table 4-1) 
fell 20 percent from their high in 1969-71, although they remained above 
the 1966-68 and 1975-77 levels — both periods marked by liberalism 
toward incoming direct foreign investment. 

By September 1975, following a political scandal which led to the 
dismissal of Dr. Cairns, minister for overseas trade, and the resignation 
of Mr. Connor, the minister for minerals and energy, both architects of 
the government’s nationalistic policies, and in view of the declining rate 
of new inflows of direct foreign investment, the Labour government 
issued a new statement on policy toward foreign investment. 


The statement explicitly recognized that ‘Australia will, for the foreseeable 
future, continue to require foreign capital, including equity capital’ for the 
development of its ‘resources.’ Only ‘within this over-riding goal’ and as ‘a 
major longer term objective’ did it declare itself in favour of ‘the promotion 
of Australian control and the maximum Australian ownership compatible 
with our long-term capital requirements and our need for access to markets, 
advanced technology and know-how.’68 


Three weeks later the Liberal and National Country parties issued their 
own statement concurring with the position now adopted by the Labour 
party. When the Australian Governor General engineered a mini coup 
d’état against the Gough Whitlam government, replacing it with a Con- 
servative caretaker government in November 1975, many thought that 
Labour’s foreign investment regulations would become a dead letter. 
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Although the Liberal—National Country party coalition government 
formed under Malcolm Fraser following elections in December 1975 did 
adopt a more encouraging attitude toward foreign investment, it did not 
entirely abandon the principle of regulation. The Foreign Takeovers Act 
of 1976 was implemented and a Foreign Investment Review Board (FIRB) 
was created, composed of one public sector and two private sector 
members to advise the Treasurer on foreign investment policy and to 
screen new investments and takeovers. 

Not until the crisis deepened did the Conservative government move 
closer to its earlier open-door policy, placing even greater emphasis on 
attracting new direct foreign investment. Although no studies had been 
undertaken to determine the extent to which foreign investment regula- 
tions, rather than the elimination of subsidies, tariffs and tax con- 
cessions or the stagnant domestic market, were responsible for the 
continued decline in new inflows of direct foreign investment in the 
1975-77 period, the LNC government, in view of its ideological pre- 
dispositions against state intervention and in favour of direct foreign 
investment, decided to relax its foreign investment review process. In 
1978 it proposed to treat “‘naturalizing firms’ — that is, foreign com- 
panies with at least 25 percent local ownership and a majority of Austra- 
lian citizens on their boards that pledged to increase Australian equity to 
51 percent in the future — as Australian companies for investment pur- 
poses. This meant that they could undertake new investments without 
FIRB approval. The government also increased its level of effective rates 
of assistance — tariff protection and subsidies — to manufacturing 
industry. By 1980-81 net subsidies amounted to about 24 percent of 
manufacturing value-added.©? Many of these incentives went to foreign 
firms, which continued to control over 90 percent of the automobile and 
petroleum industries, 78 percent of basic chemicals, over 50 percent of 
tobacco and nonferrous metal products, and considerable proportions of 
other industrial segments.’ Australia ranked second only to Canada in 
the extensiveness of foreign ownership and control of its manufacturing 
sector. 

As to raw materials, despite the concern evidenced in Australia over 
the need to ensure local participation in the raw materials processing 
sector, foreign penetration remained high. Foreign-controlled firms, for 
example, owned about half the reserves of crude oil, natural gas and 
natural gas liquids, 40—45 percent of the copper, lead, and silver refining, 
some 25 percent of the nickel and zinc refining, 66 percent of the 
alumina and aluminium smelting industry, and 40—45 percent of black 
coal mining.’! Efforts by the Fraser government to expand aluminium 
smelting for export to Japan, moreover, were unlikely to alter this 
situation as the development of the aluminum industry depended 
entirely upon “the vertically integrated MNCs [Alcoa, Alcan, Alumax, 
Kaiser and Reynolds] not only to undertake the investment but also to 
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establish world markets for the product.’’’? In addition, as heavy elec- 
tricity users, expansion of this and other minerals processing industries 
would require an estimated U.S.$1 billion in new investment in capital 
equipment for the electricity industry. Since these firms had negotiated 
“very low bulk electricity rates” there was criticism that too much 
emphasis on this sector represented “a real transfer of wealthaway from 
the community” in subsidies and only limited job creation, since these 
industries were highly capital intensive. In March 1983, dissatisfaction 
with the existing government led to a return of the Labour party to 
power. 

There is little doubt that the Labour party will attempt to tighten its 
control over the foreign investment review process and in particular seek 
to ensure that new investments and/or takeovers meet the key criteria of 
‘net economic benefit” to Australia before approval. There is also little 
doubt that such efforts will evoke criticism from home country govern- 
ments of major investing firms, especially where such governments, as 
in the case of the United States and the United Kingdom, are dominated 
by “free enterprisers.”’ Within the context of the continuing crisis and in 
view of the relative inflexibility of the Australian economy, based as it is 
on a noncompetitive manufacturing sector and a foreign-dominated 
minerals exporting sector, the extent to which the Labour party can 
radically depart from the previous policy of relative flexibility in the 
application of foreign investment review procedures may well be circum- 
scribed. In apparent recognition of these constraints, Prime Minister 
Hawke pointed out that while “majority ownership and control of our 
resources should be in the hands of the Australian people,’ Labour had 
‘“‘a very clear perception of the need for foreign investment.” 73 


France 


In contrast to Australia, the state in France has traditionally played a major 
role in the economy. Jean-Baptiste Colbert, finance minister to Louis XIV 
and the first controller general of France, for example, gave selective 
subsidies or interest-free loans to favoured industries, induced the introduc- 
tion of new industrial processes from abroad by importing both machines 
and the skilled labour to man them, and sent inspectors to verify that 
products were being produced in accordance with the desired methods and 
the required quality standards.’4 Despite these proddings, over the next 
several centuries cartelization, with its absence of price competition, and 
protectionism in domestic and, later, colonial markets became distinguish- 
ing features of French capitalism; both were responses to the underlying 
weakness of the French industrial bourgeoisie. ”> 

At the close of World War 1 French industry, for the most part, was 
both economically and technically inefficient.”° Unlike the Netherlands 
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and West Germany, generally regarded as relatively late industrializers 
among European countries, the size of the French labour force in 
agriculture remained high — 28.2 percent of the workforce in 1953, 
falling to 11.3 percent in 1973.7’ The relative lag in French industrializa- 
tion was also reflected in the size of the French “traditional sector,” that 
is, the class of small independent property owners engaged in small- 
scale, relatively labour-intensive production under family ownership 
and paternalistic management, many of whom were concentrated in 
industries associated with the first industrial revolution, such as the 
textile industry. Firms with over 1,000 employees, for example, 
employed 28.2 percent of the work force in Germany in the early 1960s 
but only 17.3 percent of the French work force. Firms with under 50 
employees employed 36.4 percent of the French work force and only 
27.1 percent of the work force in Germany. ’® 

Throughout the postwar period the state played a central role in 
economic restructuring — manipulating macroeconomic fiscal and 
monetary levers and devising sectoral policies to stimulate industrial 
concentration, new investment in industry, and balanced regional devel- 
opment.’? Not until the 1960s, however, did a number of large 
oligopolistic firms in key sectors emerge as viable interlocutors for the 
state in the shaping of French industrial policy.8° Unlike its counterparts 
in Belgium, West Germany and the Netherlands, from the early 1950s 
onward, organized labour was pushed to the margins of the industrial 
planning process in France.®! 

Despite the centre-right coalitions that dominated French politics 
from 1958 to 1981, itis in the context of a state prone to direct intervention 
and a weak industrial bourgeoisie that one must interpret French 
response to the rising level of foreign penetration of the manufacturing 
sector in the 1960s and 1970s. The policy differences with Germany, 
where the pattern of direct foreign investment is roughly similar, are thus 
quite marked. 

In the period to 1963, the response was highly liberal and indeed, as 
Premier Michel Debré wrote in July 1959, “If U.S. firms are going to set 
up plants in the Common Market, it is better, under any circumstances, 
that they choose France rather than her partners.’’®? This attitude was, 
however, conditioned by the near bankruptcy of the French economy in 
1957, the devaluation of 1959, French entry into the Common Market and 
the need, therefore, to pay even more attention to productivity than to 
merely increasing the volume of output. 

Then, in 1962, 700 workers were laid off at the General Motors 
refrigerator plant at Genevilliers, a Paris suburb, and 800 of the 1,200 
workers at a Remington Rand (USA) factory near Lyon were declared 
redundant.®? Chrysler bought out Simca, Libby set up plants in Bas- 
Rhoéne, and General Electric attempted to purchase a controlling inter- 
est in France’s only nationally owned computer firm, Machines Bull. All 
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these events turned attention to the role U.S. firms had come to play in 
the French economy.§®4 

By 1963 that role had, in fact, become significant. Gilles Bertin esti- 
mated that U.S. firms then controlled some 40 percent of the petroleum 
market, 65 percent of the production of farm machinery, 65 percent of 
the telecommunications equipment, 50 percent of the semi-conductors, 
80 percent of the computers and 95 percent of the integrated circuits.®> 
In response to these developments the government of Premier 
Georges Pompidou adopted a series of measures regulating incoming 
direct investment. 

France, of course, was not unique in the degree to which its industrial 
sector had become penetrated by American capital in this period. In 
Germany, for example, after a long period of economic liberalism 
inspired by political considerations, the Commerzbank estimated that 
American-controlled investments in West Germany amounted to 
U.S.$2 billion in 1965, while the gross capital of all firms quoted on the 
West German stock exchange totalled only $3.5 billion in that year.8° By 
that time, however, West German direct foreign investment in other EEC 
countries had increased considerably, and in the four-year period 
1966-69, of some 776 requests for authorization reviewed by the French 
interministerial Committee on Foreign Investments, 298 (38.4%) were 
American, but 91 (11.3%) were German, 88 (11.3%) were British and 84 
(10.8%) were Swiss.8’ One might expect, therefore, that the French and 
German responses to “le défi américain” (the American challenge) 
would be different. 

While in 1967, in the midst of a serious economic recession, the 
German government blocked an attempt by Mobil Oil to take over the 
German firm Aral, demanding that its share be limited to 28 percent,8® 
such direct interventions were infrequent and no legislation to deal with 
foreign investment was adopted. In France, where the state had a long 
tradition of intervention in the domestic economy and where the indus- 
trial bourgeoisie was relatively weak, a restrictive policy with respect to 
foreign investment was launched by the centre-right government of 
Premier Georges Pompidou in 1963. As in Australia, the French reacted 
to the 1965 U.S. guidelines that restricted capital exports by requiring 
that participants pay their contributions to a new foreign investment 
immediately and in cash. The use of French funds, moreover, was limited 
to less than half of the total financing.®? This was followed in 1966 by a 
law, enacted by a decree in January 1967, which eliminated the use of 
foreign exchange controls for all financial operations except those linked 
to direct foreign investment. Rules for the review of all incoming foreign 
investments over one million francs were also established. The review 
process consisted of the submission of a preliminary declaration of 
intent to invest, which contained information on the investing firm and 
on the location, amount, and nature of its investment. The dossier was 
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reviewed by an interministerial committee chaired by the Treasury 
within the Ministry of Economy and Finance and including represen- 
tatives from the Ministry of Industry, the Ministry of Social Affairs, the 
Commissariat général du plan, and the DATAR.”° 

Despite the imposition of a foreign investment review process, new 
inflows of direct foreign investment rose in 1964 by 45 percent over the 
previous year and in 1965 remained well above the annual average inflow 
for the 1960-62 period (Table 4-1 and the Appendix). Nevertheless, 
General Motors’ threat to switch its proposed investment from 
Strasbourg to West Germany, Ford’s alleged shift of a proposed invest- 
ment from Thionville to Belgium, and Phillips Petroleum’s decision to 
locate its new refinery in the Benelux region rather than in Bordeaux 
frightened the Pompidou/Debré government into a relaxation of the 
foreign investment review process.?! 

“After 1966 the handling of applications became very liberal.’’? 
Within the Committee on Foreign Investment, the DATAR was most 
favourable toward U.S. investment since it was charged with creating 
new jobs in declining areas and could offer incentives for that purpose.” 
But no ministry or department actively supported “‘the acquisition of a 
French firm by an American investor. At best, such an acquisition is 
tolerated if no other ‘French solution’ is viable, but it has no real 
‘advocate’ within the foreign investments committee.’’?4 

In the Sixth Plan, drawn up in the late 1960s and covering the period 
1970—75, an even more pronounced liberalization with respect to foreign 
investment was envisaged. 


The Sixth Plan, by adopting a position of encouraging foreign investment 
without interference, differs significantly from its predecessor. This hap- 
pens just when the major French industrial and financial groups have essen- 
tially done all they could to strengthen themselves and attain an interna- 
tional status. [Translation]9> 


Neither the onset of restrictive policies nor the liberalization had much 
impact on the inflow of new direct foreign investment into France during 
the period 1950—75. From 1951 to 1958 the increase in foreign investment 
was rapid but it only represented an average contribution of | percent to 
gross fixed capital formation.?© From 1958 to 1962, with no apparent 
change in French policy, which remained liberal throughout this period, 
foreign investment rose dramatically and came to contribute 6 percent 
of gross capital formation.?’ The downturn between 1962 and 1963 (see 
the Appendix and Figure 4-1) was a function of MNC divestment which 
preceded the policy shift of 1963. The restrictive policy adopted in 1963, 
however, was followed by a rapid increase in new inflows of direct foreign 
investment, while the liberalization in 1966 was followed by a decline in 
inward direct foreign investment in 1966 and again in 1968. Although the 
years 1970—75 marked a continuation of a relatively more liberal 
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approach to direct foreign investment, continuity in policy cannot 
explain the dramatic increase in new inflows of direct foreign investment 
during this period in both France and West Germany — an increase 
linked far more to the intensification of intra-EEC direct foreign invest- 
ment?’ and the increased liquidity following the rise in petroleum prices 
in 1973 than to new policies toward direct foreign investment. 

With rising rates of new direct foreign investment inflows and 
reinvested earnings, by 1978 the stock of direct foreign investment in 
France had risen to U.S.$14.9 billion. Although the stock of direct 
foreign investment in West Germany amounted to U.S.$29.3 billion in 
the same year (Table 4-2), the penetration of foreign investment in the 
French industrial sector, measured as a percentage of total sector turn- 
over in 1978, was considerably higher at 26.3 percent than Germany’s 
18 percent in 1980.9? On an industry basis foreign penetration remained 
quite high; in the French computer industry, 72.6 percent of the turnover 
was foreign controlled, in petroleum and natural gas, 54.9 percent, 
agricultural machinery, 52.4 percent, chemicals, 47.5 percent, pharma- 
ceuticals, 37.9 percent, and electronic equipment, 37.4 percent. !9 
Foreign-controlled firms accounted for 21.3 percent of the employment 
in the electrical and electronics industry, 15.5 percent of employment in 
the chemical, pharmaceutical and plastics industries, and 11.2 percent of 
the employment in the machinery and equipment industry.!9! As the 
growth rate of GDP and productivity fell, inflation rose dramatically, and 
unemployment began its climb upward in the late 1970s, the French state 
evidenced its concern over French industrial competitiveness in a 
number of important documents, notably the Seventh Plan and the 
Commissariat général du plan’s Berthelot Report.!9? Crisis-induced 
divestments such as Montedison’s decision to close its Montefibre plant 
at Saint-Nabord in the Vosges in 1977, which brought workers into the 
streets, also focussed attention on the extensiveness of foreign control in 
industry and its consequences for employment in declining regions. !9 

Although the “discretionary” and “opaque” nature of the French 
system of controls on direct foreign investment permits “significant 
scope for varying policies on foreign direct investment when 
desired,” !°4 a far greater emphasis appears to have been placed on 
implicit rather than explicit policies by the French government this time 
around. Both implicit regulatory policies are being used (in the form of 
sectoral or technological programs and, most recently, in a series of 
nationalizations) and implicit inducement policies that discriminate 
between domestic and foreign firms with respect to access to credit 
under a variety of newly created state funding mechanisms. 

Since the 1920s, when the French state sought to preserve a share of 
the domestic market for domestically owned petroleum firms, and mov- 
ing through the well documented history of the plan calcul, undertaken in 
1966 to ensure a French presence in the computer industry,!° the state 
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FIGURE 4-1 New Direct Foreign Investment Inflows, France and 
West Germany, 1960-81 (millions of 1975 U.S. dollars) 
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has periodically identified key sectors in which to strengthen national 
firms without closing such sectors to foreign investment. In 1979 a 
number of high-technology sectors were identified — offshore 
petroleum, office automation, biotechnology, robotics, electronics and 
energy-saving technology — in which national firms would be encour- 
aged and a new Interministerial Committee for the Development of 
Strategic Industries (CODIS) was created and provided with funds in 
order to undertake this task.!°© Under the Socialist government of 
President Mitterrand, leading firms in a number of these sectors, both 
domestic and foreign-owned, were nationalized in 1982. By nationalizing 
the Compagnie général d’électricité, Saint-Gobain-Pont-a-Mousson, 
Péchiney Ugine Kuhlmann, Thomson-Brandt, Rhone-Poulenc, 
Dassault, Matra and C.I.I.-Honeywell-Bull, 54 percent of the produc- 
tion in basic chemicals, 75 percent in artificial textiles, 36 percent in 
office automation and informatique, 44 percent in electronics and 26 per- 
cent in electrical equipment, and 84 percent in the aviation industry now 
fell under public ownership.!9” The ability of the French state to influ- 
ence the direction of research, levels of employment, degree of interna- 
tionalization, and rates of new investment in these firms was also facili- 
tated by the nationalization of most of the remaining private banks in 
France. Where the state now directly influences the leading firms in 
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these sectors, there is less need to regulate the activities of foreign firms 
in order to realize its economic and social goals. 

With respect to inducement policies which implicitly favour national 
firms, two new mechanisms should be pointed out. In 1974 the Inter- 
ministerial Committee for the Adaptation of Industrial Strictures (CIASI) 
was set up to aid firms in financial difficulty. CIASI, however, only assists 
those firms ‘qui ne font pas partie d’un groupe industriel ou financier.” !°8 
In this manner, CIASI is able to discriminate against all subsidiaries of 
multinational corporations as well as a number of large French firms. 
Similarly, CIDISE, the Interministerial Committee for the Development 
of Investment and Maintenance of Employment, created in 1979, has as 
its critére déterminant for funding “the independence of the firm: since 
diversified industrial groups — French or foreign — have privileged 
access to long-term financial resources (financial markets, eurocurren- 
cies) and can easily mobilize their own resources across their different 
units” (translation). !0? 

As the French case illustrates, many mechanisms are available to the 
state to regulate and induce new investment in industry. Although the 
approach taken by the French state has shifted from an overtly reg- 
ulatory to a more implicitly regulatory one, and from inducement mech- 
anisms that were nondiscriminatory in nature to those which favour 
smaller, nationally owned firms, such differences do not appear to 
account for the peaks and troughs in new inflows of direct foreign 
investment. Given the relative weakness of French industry vis-a-vis 
world leaders in dynamic sectors undergoing rapid technological 
change, a continued role for the state can be anticipated in the orienta- 
tion of industrial development and, derivatively, in direct negotiations 
with foreign investors. 


Conclusions 


From the data and analysis presented in the preceding sections it is 
possible to draw a number of conclusions with respect to those factors 
that have induced states to intervene in the foreign investment process, 
the kinds of regulatory or inducement mechanisms they have adopted, 
and the impact of such regulations on the inflow of new direct foreign 
investment. 

Among the OECD countries covered in this paper, only Japan and 
Sweden, both of which were relatively late industrializers, had long 
integrated the regulation of direct foreign investment into their industrial 
development strategies. Indeed, politically powerful forces in these 
societies, anxious to ensure the development of a strong domestic 
industrial sector, enacted legislation early in the century that excluded 


160 Mytelka 


direct foreign investment from key economic sectors, encouraging tech- 
nology imports through licensing and capital imports through bank 
lending or portfolio investment. It was not until inward foreign direct 
investment rose dramatically during the 1960s and 1970s, however, that 
other OECD states tended to become directly involved in the foreign 
investment process. The issues that figured heavily in public debates 
over the need for state involvement were national control over sectors 
deemed dynamic, strategic, or vital to the realization of economic and 
social goals; the rising costs of direct foreign investment, in terms of 
balance-of-payments disequilibria; growing technological dependence; 
and concern for possible loss of decisional autonomy. 

Different states, however, responded to the stimulus of increased 
foreign penetration in substantially different ways, as the following 
examples demonstrate. In Germany and the United States, where the 
level of foreign investment remained low and/or the sectoral concentra- 
tion appeared not to threaten domestic economic interests or social 
goals, state involvement took the form of monitoring incoming direct 
foreign investment. In the United Kingdom and Belgium, where the 
level of direct foreign investment was high and/or increasing, where it 
was concentrated in industries or regions deemed vital to national eco- 
nomic and social goals, and where historically the role of the state in the 
economy was limited, a variety of implicit regulatory or incentive mecha- 
nisms designed to attract and then channel direct foreign investment into 
preferred economic or geographical regions were implemented. In Aus- 
tralia, Canada and France, where the level of foreign investment was 
high, where the sectoral concentration appeared to threaten existing 
economic interests or social goals, and where the costs of direct foreign 
investment were perceived to have risen, both traditionally interven- 
tionist and non-interventionist states were induced to adopt explicit 
regulatory policies. 

The exact conditions under which foreign investment became an issue 
and the precise mechanisms developed to deal with it were, however, 
unique to each country. They derived primarily from the historical role 
of the state in the respective economies, the nature of coalitions operat- 
ing at the centre of the policy-making process and their orientation 
toward direct foreign investment, the impact of changing economic and 
social conditions, and previous policy experience with respect to foreign 
investment. The Australian and French cases discussed earlier in this 
paper are illustrative of the complex interaction among these variables. 

In Australia, extensive foreign control of the dynamic extractive 
sector and serious balance-of-payments problems, partly attributable to 
the rising costs of direct foreign investment, laid the groundwork for the 
state’s involvement in the foreign investment process. But the catalyst 
was a U.S. decision to encourage its firms to borrow abroad rather than 
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to export capital. As those in power sought direct foreign investment as a 
supplement to domestic capital, the very rationale for their efforts was 
undermined. Given the traditionally limited role of the state in the 
Australian economy, only a ceiling on domestic borrowing by foreign 
firms was immediately imposed. Subsequent responses were cautionary 
and took the form of guidelines and directives. When these measures did 
not have the desired effect and a more interventionist Labour govern- 
ment came to power, an explicitly regulatory agency, the Foreign Invest- 
ment Review Board, was created. Despite some relaxation of review 
procedures, the FIRB was retained by the conservative LNC coalition 
when it was returned to power. 

In France, in contrast, it was the perceived loss of control, not over 
resources but over a strategic high-technology sector, that led a centre- 
right coalition to regulate incoming foreign investment and develop a 
sector policy with implictly regulatory content. Conforming to the coun- 
try’s long history of state intervention in the economy, an inter- 
ministerial committee was immediately struck and a review process 
initiated. 

Although no studies were undertaken by the French or Australian 
governments to determine the impact of their regulations on either the 
inflow of new direct foreign investment or the extent to which such 
regulations served to promote the social or economic goals invoked to 
justify their adoption, threatened loss of new direct foreign investment 
led centre-right governments in France (1966) and Australia (1976) to 
relax existing regulations. Interestingly enough, an analysis of new 
inflows of direct foreign investment on a year-by-year basis over the 
period 1960-80 (see Figure 4-1) reveals absolutely no correlation 
between regulation and reduction in new foreign investment in either 
Australia or France. Increases in new direct foreign investment, more- 
over, occurred in periods characterized by regulation and in periods 
during which no policy changes intervened as well as in periods in which 
previous regulations were relaxed. In keeping with much of the eco- 
nomic literature on the foreign investment decision process, these 
results suggest that changes in the flow of direct foreign investment 
might be better explained by factors such as market size and dynamics, 
tariff, tax and other incentive policies, or relative factor proportions than 
by regulation. !!° 

In sum, what this paper has demonstrated is the absence of any simple 
correlation between the changing pattern of direct foreign investment 
within an economy, or the growth of capital exporting by firms from a 
given country, and attempts by the state in that country to regulate the 
inflow of direct foreign investment or to relax such regulations. Similar 
stimuli will, it was argued, produce quite different policy responses in 
different countries, as these responses are shaped by a complex set of 


162 Mytelka 


political and economic variables operating within a historically struc- 
tured and conjuncturally specific context. 

The literature lacks systematic analyses of the extent to which reg- 
ulatory or inducement mechanisms have successfully attracted foreign 
investment or channelled it into sectors considered desirable. Clearly 
such studies are essential if policy alternatives are to be seriously 
evaluated. 
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Notes 


This paper was completed in February 1984. The author wishes to thank Brent Copley for 
his assistance in researching this paper. 
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Monopolistic Theory of Direct Foreign Investment,” in Jransnational Corportions 
and World Order, edited by G. Modelski (San Francisco: Freeman, 1979), pp. 91-107; 
J.H. Dunning, “Explaining Changing Patterns of International Production: In 
Defence of the Electric Theory,” Oxford Bulletin of Economics and Statistics 41(4) 
(November 1979): 269-96; Steven Hymer, The International Operations of National 
Firms: A Study of Direct Foreign Investment (Cambridge, Mass.: MIT Press, 1976); 
and Sanjaya Lall, ed., The New Multinationals: The Spread of Third World Enter- 
prises (London: John Wiley, 1983). 
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The State and Industrial Decline: 
A Survey 


M.A. CHANDLER 


In the last fifteen years, the response of the public sector to economic 
decline has become an issue of pressing political concern in almost all 
advanced industrialized states. In the face of continuing economic 
change and international pressures to reduce trade protection, all the 
advanced industrialized nations have been forced to deal with the prob- 
lems of economic adjustment — some more willingly than others, some 
more effectively. Certainly in Canada, public assistance to ailing private 
sector firms and troubled industries is not new. Support for canals, 
railways, and the wheat pool are early testimony of assistance to failing 
private sector firms. Since World War I, both the federal and the provin- 
cial governments have given programmatic and ad hoc, firm-specific 
assistance to declining industries (Trebilcock et al., 1985, chap. 2). In 
Canada, the current management of decline has raised questions about 
past practices and has aroused debate over future directions and which 
instruments of policy should be used. In order better to inform that 
debate, this paper puts forward a comparative analysis of the role of the 
state in coping with economic decline and adjustment. The aim is first to 
array systematically the policies and instruments that have been 
employed in Europe and Japan. The second objective is to consider the 
political determinants of policy options by exploring the political forces 
that have shaped other nations’ policies toward decline. 


The Political Economy of Adjustment 


Unlike the 1960s, which were characterized by economic growth and 
optimism in most industrialized nations, the 1970s and 1980s have 
brought high unemployment and inflation, low growth and fears of 
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deindustrialization (Cox, 1982; Dahrendorf, 1982; Schmidt, 1983). Macro 
indicators of inflation, unemployment and economic growth all reflect 
the problems of the 1970s. Beyond these measures, the sense of eco- 
nomic crisis has been heightened by closures and threats of bankruptcy 
in many plants and firms (Dyson and Wilks, 1983, p. 1). The explanation 
for this stark economic downturn can be attributed to several factors: oil 
price hikes, competition from newly industrializing nations, and chang- 
ing comparative advantage and market shares among developed coun- 
tries (Denison, 1979). Exogenously induced change in its economic 
competitiveness has become a problem facing each advanced indus- 
trialized country; no nation has been spared the need to adapt to the 
changing world economic order. As national economic performance has 
deteriorated, economic problems have become political problems. The 
dislocations created by economic change are quickly taken up in the 
political process through the efforts of individuals to maintain their 
property rights (Hirsch and Goldthorpe, 1978). Losers — those likely to 
bear the burdens of economic change — try to insulate themselves 
through political action (Courchene, 1980; Reich, 1983a). The economic 
crises of the last decade have given rise to much debate about how to 
circumvent the damaging impact of the market (Dyson and Wilks, 1983, 
p. 5; Shepherd et al., 1983, p. 15). Zysman and Tyson point to the politi- 
cal problems that economic change provokes: how to reconcile the 
demands of those dislocated by international trade with the necessity of 
continued industrial adjustment (1983, p. 51). Acknowledging that in the 
1970s and 1980s grave problems of adjustment have arisen that are 
political as much as economic, what have been the responses to these 
challenges? How have other nations sought to manage decline? What 
political factors have shaped each nation’s response? 

The problems of the 1970s were at first dealt with by macroeconomic 
measures. Broad budgetary and monetary responses could not resolve 
the structural problems that marked the period (Cox, 1982). Industrial 
policy as the term is generally used is quite distinct from macroeconomic 
policy; it refers to micro-intervention, which distinguishes among sec- 
tors. Industrial policy is defined as policy that tries to resolve problems 
in specific industrial sectors (Jenkin, 1983, pp. 19-20; Zysman and 
Tyson, 1983, p. 22). Curzon Price broadly defines industrial policy as any 
measure to promote or prevent structural change. She adds, however, 
that in recent years there is a new attribute — it is selective: “thus 
modern industrial policy aims at more than merely setting a general 
framework. It descends increasingly into the microeconomic sphere of 
economic decision taking that was formerly left to the price mechanism” 
(Curzon Price, 1981, p. 18). These micro-level interventions are struc- 
tural; they are meant to affect the pace and development of industry 
(Green, 1981). In essence, there are three types of sectors — growth, 
transition and decline; each presents a different policy problem for the 
State. 
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In a growth sector, rapid increases in demand are accompanied by a quick 
evolution in the product and in its production and in distribution arrange- 
ments. The important problem for the firm is maintaining market share [in a 
growing market]. . . . For a government, the problem may be to assure the 
growth of national production so that imports do not capture the expanding 
demand and weaken the position of national firms. 

A declining segment is one in which there are no possible significant 
changes in product or process by which firms can regain competitive posi- 
tion, and one in which demand for the industry as a whole is stagnant. An 
industry in transition is a mature industry undergoing basic changes in its 
production or production processes. . . . Whether an industry survives a 
transition period or slips until decline is irreversible depends upon both 
company choices and government policy. (Zysman, 1983, pp. 43-44) 


Zysman argues that there are only a few sectors in which decline is 
inevitable (where no possible changes in product or process can bring 
the firm back to a competitive position). ““Whether an industry is defined 
as being in decline or in transition is a political determination that cannot 
be made by simple marketplace measurement” (ibid., p. 45). 

This paper is concerned with policies toward firms and sectors that are 
not able to compete; at this point we beg the question of whether the 
difficulties are transitory or terminal, structural or cyclical. The ques- 
tion is: how have states responded to specific firms and industries that 
are not successful? How have they coped with the general problem of 
economic decline?! Magaziner and Reich note that there are three 
strategic choices facing every political community that confronts struc- 
tural change: 


A nation can ease the adjustment of capital and labour out of its declining 
businesses by assisting workers with retraining and relocating, by subsidiz- 
ing the development of new businesses within the same region or com- 
munity, and by helping firms to salvage those portions of declining busi- 
nesses that are capable of becoming competitive on their own. A second 
choice is for a nation to protect declining businesses from foreign competi- 
tion, to control cost-justified price increases, to prevent factory closings and 
relocations and to allocate government funds for the preservation of bank- 
rupt companies. The third alternative is to do nothing and allow the market 
to work on its own, with resulting bankruptcies, unemployment and com- 
munity or regional decline. (Magaziner and Reich, 1982, pp. 198-99) 


Clearly the three “choices” really involve a broader range of pos- 
sibilities: a laissez-faire approach toward declining firms may be accom- 
panied by the extensive use of macroeconomic levers; the adjustment 
process may be slowed down rather than totally opposed; and policies to 
facilitate adjustment may be directed toward any of several agents — 
individuals, firms and regions. 

To best develop a comparative perspective on the political responses 
to industrial decline in capitalist countries, this paper is divided into two 
sections. The first is mainly descriptive: it lays out when and how 
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advanced industrialized nations have mobilized resources to deal with 
structural change. We draw on the experience of Britain, France, West 
Germany, Japan and the United States to present an analysis of the range 
of strategies that have been adopted. The emphasis is on depicting 
general strategic similarities across sectors within the same country. 

The second section is devoted to the factors that have shaped the 
adjustment side of industrial policy. By appraising the circumstances 
that have moulded policy making in other political communities, we 
proceed to consider various policy options in light of the Canadian 
political process. 


The State and the Market: Policies of Adjustment 


No nation has been able to resist the pressures for firm-specific rescues; 
AEG Telefunken in Germany, Sasebo Heavy Industries in Japan, 
Chrysler in the United States and British Leyland in Britain bear witness 
to this. Textiles, coal, steel, and shipbuilding are among the mature or 
declining sectors that have posed major challenges of adjustment in each 
of the nations under review. The six states considered here have at some 
time provided assistance to ailing private firms and declining industrial 
sectors. Some policy making has been predominantly firm-specific; in 
other instances, the policy has been directed at the sector level. In some 
cases, the policy responses were routine and non-contentious; others 
sparked debate and controversy. In some cases, the purpose was to prop 
up a failing enterprise and to counter market forecasts; in other 
instances, the assistance facilitated rationalization and moderniza- 
tion — even at the expense of employment. Sometimes government 
played an interventionist role — inducing mergers to encourage 
rationalization, supplying capital for modernization, and ensuring a 
large and stable demand for products through public procurement. At 
other times, the state remained at the edge of the economy, isolated from 
the firm or sector. Even when the objectives appear to have been similar, 
a wide variety of instruments have been employed. In this section we 
shall provide a survey of the various responses of advanced indus- 
trialized states to economic decline, by examining the dominant strat- 
egies of Britain, France, West Germany, Japan, the United States and 
Canada. 


Policy Patterns 


The question of whether the state should intervene to promote adjust- 
ment is usually a contentious one. For some nations, firm failure, sec- 
toral decline or company bankruptcy are viewed as a necessary part of 
the economic system (Edmonds, 1983, p. 70). Thus, a consensus that 
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some public action is required to cope with decline is not always the 
starting point of policy; state intervention as a response to economic 
crisis cannot be taken for granted. Among the nations considered here, 
Britain and the United States are examples of political systems where 
there is no consensus about the need to intervene to deal with economic 
decline (Coates, 1982; McKay, 1983b; Pollard, 1982); in these countries, 
there is as much debate over whether the state should act as there is in 
other nations over the way the state should respond. Recent writings in 
the United States (Thurow, 1980; Reich, 1983a, Magaziner and Reich, 
1982; Zysman and Cohen, 1983) attest to the fact that there is no wide- 
spread agreement that the United States should have an industrial 
policy, let alone agreement over the nature of the state’s involvement in 
structural change. This does not mean there is no policy debate in those 
nations — France, West Germany and Japan — in which there is more 
of a consensus. Indeed, there is evidence of considerable controversy; 
however, the issue is not whether policies to alleviate economic decline 
should be on the political agenda (McKay and Grant, 1983, p. 9). 

Despite the accepted wisdom that Canadians are more willing to 
countenance state intervention (Hardin, 1974; Chandler, 1982), this pre- 
disposition cannot be interpreted as an automatic support for state-led 
adjustment. As will be argued in the next section, Canadian political 
culture may be supportive of assistance for those who must bear the 
costs of adjustment, but it cannot be said that there is concomitant 
acceptance of state-determined allocation of resources (Trebilcock 
et al., 1985, chap. 9). In this regard, Canada Is similar to Britain and the 
United States — there is intense debate over whether the state should 
have an industrial strategy at all (Watson, 1983; Economic Council of 
Canada, 1983). Before we turn to the substance of policy, it must be 
recognized that the six nations analyzed here are divided into those 
states that still debate whether they should act and those for whom that 
question is not on the political agenda. 

To present the policy patterns associated with each of the six nations, 
the scope and means of government policies toward industrial decline 
will be compared (Simeon, 1976). This will enable us to see national 
trends more clearly and understand what is distinctive about each of 
them. The scope of policy is defined as the range of matters in which 
governments are involved (Simeon, 1976, p. 559). In order to use the 
concept of scope to compare government policies toward declining 
industries and firms, we must specify what we mean by scope. The 
extent of intervention is in fact a multidimensional concept and cannot be 
indicated by any single measure — expenditure, for example. First of 
all, scope refers to the range of areas affected by public choice. However, 
the scale of intervention is not enough — it is also necessary to take into 
account the depth of intervention. To what extent does public replace 


Chandler 175 


private decision making? (Breton, 1974). Shepherd and Duchéne refer to 
the “heaviness” of intervention, in order to distinguish structural inter- 
vention, which replaces market forces, from environmental interven- 
tion, which changes the environment in which the market operates 
(1983, pp. 21-22). Differences in the depth of intervention are also 
brought out by John Zysman. In Governments, Markets and Growth, he 
argues that purposive industrial intervention, as opposed to the preser- 
vation of the existing economic order, requires that the state have its own 
view of industry, based on its particular definition of public purpose 
(1983, pp. 85—86). Besides range and depth, the degree of integration of 
the interventions can be a determining factor in deciding what is meant 
by scope. Are the public measures a collection of ad hoc actions, or are 
they part of a pattern within a coherent framework? 

The means of policy refers primarily to the instruments or methods 
that the state employs in pursuing particular policy objectives. To com- 
pare the means of policy, we shall consider three characteristics of 
means: the purposes, the types of instruments, and the number or mix of 
instruments. The purpose of policy here refers quite simply to whether 
the policies are to hinder or promote adjustment. Obviously few states 
would say that they act consciously to prohibit change, but it is clear 
from the literature that there are significant differences in policy pur- 
poses. It should also be noted that a nation may use means that imply 
both purposes (Mahon and Mytelka, 1983). At this point, the emphasis is 
on the general purpose and direction of policy. There are many instru- 
ments available to advanced, industrialized nations that are striving to 
cope with industrial decline. These include: protectionist tariff and non- 
tariff devices; tax concessions; direct subsidies; loans and loan guaran- 
tees; labour-related programs; regional aid; and nationalization. We 
shall not present a complete description or historical picture of the many 
ways in which each nation has dealt with decline, but rather shall 
examine the dominant approaches. 


The United States 

U.S. policy toward decline is the least interventionist of the six nations 
in our study. Data compiled by the Organization for Economic Co- 
operation and Development (OECD) show that the United States spends 
less than two percent of its gross national product on public subsidies to 
industrial enterprises. Mainstream ideology in the United States has 
consistently insisted that government should leave economic adjust- 
ment to market forces (Edmonds, 1983). Economic failures have tradi- 
tionally been considered firm-specific problems. Given the severe ide- 
ological constraints on public sector intervention, assistance toward 
declining sectors has been predictably rare and haphazard. The few 
highly visible cases of “bailouts” (e.g., Lockheed in 1971 and Chrysler in 
1979) resulted from administration requests to Congress to adopt emer- 
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gency legislation authorizing assistance (Magaziner and Reich, 1982; 
Freeman and Mendelowitz, 1982). Public intervention is sharply dif- 
ferentiated from the usual activities of industry. 

The scope of U.S. policy toward decline, therefore, has been limited in 
the breadth as well as in the depth of intervention. The pace and 
development of industry has been left to private decision making. When 
the U.S. government has intervened, its purpose has been to postpone 
or prevent adjustment. Therefore, it is not surprising that the few 
instances of government intervention reflect politically adept individuals 
trying to insulate themselves from those adjustment costs. The main 
instrument of U.S. “non-policy” (McKay, 1983b) is “industry-specific” 
protection (Krasner, 1978; Zysman and Tyson, 1983, chap. 1). In recent 
years, this protection has taken the form of “orderly marketing agree- 
ments” or “voluntary” quotas; such quotas have been applied to tex- 
tiles, clothing, consumer electronics, footwear, steel and automobiles 
(Zysman and Tyson, 1983; Destler, 1980). Although some protectionist 
initiatives have been accompanied by proposals for reorganizing the 
industrial sector, there is no evidence of industries using the “breathing 
space” provided by protection to restructure (see various cases in 
Zysman and Tyson, 1983). 

Besides protecting troubled industries by imposing import quotas, the 
United States often waives safety and health regulations. For example, 
both the Carter and Reagan administrations have exempted the steel and 
auto industries from compliance with costly environmental controls 
(Magaziner and Reich, 1982). U.S. labour market policies are another 
aspect of that country’s response to decline. Unlike Japan and Western 
Europe, the United States has no regulations regarding plant closures 
and the obligations of employers who shut down factories (MacNeil, 
1982). The U.S. 1974 Trade Act established a subsidy system to provide 
benefits for workers who lose their jobs as a result of foreign competi- 
tion. Leaving aside such questions as whether it is trade competition or 
technology that makes industries less competitive, and whether those 
workers dislocated by international as opposed to domestic forces are 
worthy of assistance, the Trade Act has been criticized for its ineffi- 
ciency. For example, J. David Richardson (1982) shows that almost 
75 percent of the workers who received benefits returned to their former 
jobs. Instead of providing help for workers who have been laid off by a 
declining industry, the benefits go mainly to those who are temporarily 
unemployed. Moreover, among the workers certified as being eligible for 
assistance, only 4 percent were placed in new jobs and only | percent 
received benefits to help them find another job or to relocate. Besides, 
the firm subsidies under the Trade Act have not been considered a 
success either. The average grants (about $1 million per firm) are 
regarded as being too small to affect investor incentives 
(J. David Richardson, 1982). 
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In sum, the United States has relied on market-led adjustment. The 
impetus for assistance to declining industries comes from society, not 
the state (McKay, 1983b, p. 41). Various protectionist measures and a 
few rare interventions in a time of crisis have not been instituted because 
of any guiding framework. They are disparate measures adopted in 
response to specific political pressures (Edmonds, 1983, p. 87). When the 
United States has acted, it has employed a narrow range of instruments 
to forestall adjustment. When firms and industries have turned to gov- 
ernment for help, the responses have been ad hoc, uncoordinated and 
half-hearted (McKay, 1983b). 


Britain 

Britain is an example of a liberal state that is committed to a market 
economy. It spends billions annually propping up declining firms and 
industries. British governments have provided assistance to a wide range 
of traditionally hard-pressed industries, such as steel, shipbuilding 
and textiles. However, given its poor economic performance, almost any 
industry is a potential candidate for decline, and therefore assistance 
(Gamble, 1981). Despite the large expenditures and numerous beneficiar- 
ies, British governments tend to intervene in a passive way — at the 
edge of the market. Much assistance has been directed to preserving 
jobs in declining industries and depressed regions, rather than toward 
the reorganization and adjustment of capital and labour (Grant, 1982). 
Even from 1972 to 1979, when Grant describes the approach as being a 
more interventionist “selective intervention,” (1983, p. 49) the major 
thrust was largely reactive: to prop up industries in structural decline. 

As Wilks observes (1983, p. 139), a major operating principle of British 
policy is to preserve the autonomy of the firm. The state does not lead 
industry or anticipate the need for sectoral adaptation. In the main, 
policy is ad hoc — a response to impending closures or bankruptcies. 
Why government intervenes to prevent some firms from going under and 
not others is more likely to be due to particular political pressures than to 
any consistent rationale (Wilks, 1983). Thus, the scope of British policy 
is based largely on an aggregation of ad hoc bailouts. It is an example of 
seemingly extensive public involvement that is, upon closer examina- 
tion, a compilation of shallow, reactive and ad hoc interventions 
(Maunder, 1979; Green, 1981). 

The relationship between government and the banks, labour, and 
business has tended to make British assistance to ailing firms and 
sectors more apparent than, say, the actions of French and Japanese 
governments, where closer organizational and functional ties between 
the state and other elements of society mean that state activities are 
often more indirect. The British government has not been able to use the 
banks as either an early warning system or a means of rescuing firms 
from collapse. The state sector in Britain does not have an extensive 
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relationship with the business community, and so there is little of the 
consultative corporatist style that is so much a part of French and West 
German policy making (Blank, 1978; Gamble, 1981).3 

Similarly, the fragmented labour movement in Britain makes the 
unions unlikely agents of private adjustment. Without the mediation of 
the banks, labour or industry, the government is left alone to meet 
demands for assistance and to act directly. 

In order to preserve jobs even in the short term, Britain has often had 
to sacrifice long-term benefits (Green, 1981, p. 346). Successive British 
governments have employed various instruments to maintain employ- 
ment in depressed regions and declining sectors, including: protection, 
subsidies, loans, and nationalization. The two main vehicles for subsidy 
assistance are the Regional Assistance Act, which provides regional 
development grants for industry and neutral aid to depressed regions, 
and the 1972 Industry Act. Sections 7 and 8 of the Industry Act are the 
basis for the selective intervention, in which billions of pounds are 
provided annually to keep ailing firms alive. Of the nations studied in this 
survey, Britain has been the most active subsidizer of declining firms. 
Yet this assistance has been criticized as incoherent and uncertain 
(DeCarmoy, 1978, p. 42). 

The Employment Subsidy Scheme (1975) provides temporary 
assistance to maintain jobs in declining industries, such as textiles, 
clothing and steel (The Economist, January 14, 1978). Nationalizing lame 
ducks is another characteristic way in which the British try to stem 
decline. Once an industry has been nationalized, the government has 
usually adopted one of two courses, referred to as the “Chrysler” and 
the “British Leyland” options. In the case of Chrysler (U.K.), the funds 
were handed to the firm which was then left to develop its own recovery. 
In the case-of British Leyland, there were more direct efforts by the 
government — the National Enterprise Board (NEB) to be precise — to 
effect the firm’s recovery (Wilks, 1983). The Industrial Reorganization 
Corporation (1966—71) and the NEB, each established by Labour govern- 
ments and intended to promote growth in workable firms, became 
vehicles for presiding over a series of bailouts (Grant, 1982). The changes 
brought by the Thatcher administration will be taken up later in this 
study; it should be noted here that the Tory Government has vowed, 
inter alia, to try to encourage labour mobility and adaptation, to impose 
tighter controls on subsidies for nationalized firms, and to stop propping 
up ailing firms (Curzon Price, 1981, p. 64). 


West Germany 

West Germany’s response to economic decline has been quite different 
from that of U.S. or British governments. Expenditure-based measures 
of the size of the state do not provide an accurate picture of the scope of 
West German policy because they do not take into account two key 
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elements of the German approach to economic problems. Unlike the 
banking systems in Britain and the United States, the German banks 
have been an integral element in assisting the German economy to 
adjust; they have lessened the need for active state-sponsored industrial 
policy (Zysman, 1983; Kuster, 1974). The central role of the banks has 
insulated government from the complex and detailed problem of moni- 
toring and responding to the problems of major companies (Dyson, 
1982a, p. 39). The other element of Germany’s response to economic 
decline is the importance of social partnership or neo-corporatist collab- 
oration among government, business and labour (Esser et al., 1983; 
Medley, 1982). German policies have sought to facilitate market trends; 
the term “social market” is used to describe the German approach: “It 
has been more limited in scope and more oriented to promoting a general 
industrial climate in which successful industries can flourish” (Grant, 
1983, p. 75). Other observers concur that although German intervention 
is ‘at times critical and effective, nonetheless it is light not only in 
quantity, but also in its abjectives, which tend to provide general support 
rather than to engineer specific strategic objectives in firms or indus- 
tries” (Shepherd and Duchéne, 1983, p. 16). Since 1967, state interven- 
tion has been formalized by the Promotion of Economic Growth and 
Stability Act. Creating the best conditions for effective adaptation was 
one of the Act’s major goals (OWen-Smith, 1979). In the 1970s there was a 
shift to a more anticipatory and active role by the state (Markovits, 
1982). Measures for the strategic modernization of the economy con- 
cerned entire sectors and were based on lasting economic changes 
(Esser, 1983, p. 125). Selective intervention was undertaken by German 
governments, but always in concert with the banks, business, and 
labour. Individual industrial firms were not bailed out. In sector-wide 
intervention, the government’s role has been to support measures of 
industry-led adjustment. (For case studies of individual sectors, see 
Esser et al., Fach and Dyson, 1983; Dyson, 1982a; and Markovits, 1982.) 
Recognizing the sometimes blurred boundaries between the public and 
private sectors in West Germany, the range of government responses to 
decline were fairly broad; their purpose was to promote stability and 
growth and to manage the exit of resources from declining sectors. There 
should be no doubt that this in no way implies the substitution of a 
“plan” in place of market determination. What distinguishes West German 
policy toward decline is its preference for corporatist devices. The 
repeated examples of intervention in which the economic and social 
consequences were dealt with in ways that would not detract from the 
adjustment process indicate a continuity that derives from shared beliefs 
rather than from a particular plan. Several observers of West German 
policy argue that the “social market” rule is now weakening and the 
country is turning more and more to heavier selective intervention as its 
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economy is affected by unemployment and recession (Dyson, 1982; 
Emminger, 1982). 

West Germany’s industrial policies have emphasized the importance 
of being competitive and the need to speed up labour and capital adjust- 
ments to keep pace with market changes. The mode of decision making 
has been corporatist: banks, business and labour all participate with 
government (Hager, 1982). For example, crisis cartels including the 
various interests have been an important feature of managing adjustment 
in such difficult industries as coal and steel. The main instruments 
employed to promote sectoral restructuring have been concentration 
and mergers, tax concessions, and direct subsidies. In the case of the 
West German steel industry, since 1975 a major rationalization program 
led to the fusion of anew company, the reduction of the workforce (it was 
cut by 15 percent, or 50,000 jobs), a decline in production, state-aided 
capital investment, and regional aid for redundancies (Esser et al., 1983). 
Similarly, shipbuilding, another regionally concentrated industry, faced 
severe international competition in the 1970s. The aid program for the 
industry subsidized modernization and diversification. The workforce 
was reduced and the coastal states were given regional assistance. When 
Volkswagen underwent a crisis in the mid-1970s, the government did not 
subsidize the company directly. The measures worked out by the com- 
bination of the federal and state (Land) governments, the shareholders 
and the trade union were to provide for rationalization and moderniza- 
tion with a social program to ease the costs of adjustment for each 
worker. The only significant cash subsidy was paid for new investments 
in the region affected by the layoffs (Curzon Price, 1981). 

Since 1974, total federal aid to various sectors has increased from 
DMS,741 million to DM8,623 million in 1980 (Grant, 1982, p. 75; see also 
Donges, 1980). Most of this growth was attributable to greater subsidies 
and loans, as distinct from tax concessions. Most industrial subsidies 
are provided either as regional investment incentives or as direct 
assistance to employees to encourage them to acquire new job skills. In 
all but a few cases (e.g., Krupp and AEG Telefunken), the West German 
government has allowed the bigger insolvent firms to fail, while at the 
same time subsidizing the re-employment of redundant workers (Tre- 
bilcock et al., 1985). Most regional aid is financed by both the federal and 
state governments. Assistance is distributed to regions, not to specific 
industries. Any industry-specific applications for aid must be approved 
and sponsored by a bank. The bank assumes the responsibility for 
administering the loan. 

Labour market policies have also played a role in facilitating adjust- 
ment. West Germany provides far more generous unemployment bene- 
fits than the other nations surveyed here. Benefits are 68 percent of net 
pay earned during the 20 days before unemployment. Recipients who 
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refuse to relocate or to participate in retraining may be disqualified. 
Wage subsidies are paid to firms as an incentive to create new jobs. 
Furthermore, a voucher program provides a subsidy for hiring and 
retraining workers unemployed because their plant has been closed 
down. 

Magaziner and Reich point out that “labour market programs are an 
integral part of Germany’s policy of accelerating economic moderniza- 
tion” (1982, p. 273). West German manpower policy is intended to pro- 
mote the movement of labour out of declining sectors and into other 
parts of the economy. The emphasis Is on training and relocation, rather 
than on income maintenance and compensation. 

In sum, the thrust of West Germany’s policies comes close to ideas 
incorporated in the OECD’s concept of “positive adjustment.” The 
approach is “essentially a commitment by governments not to shape 
industrial structures in a certain pattern, but to improve the conditions, 
notably factor mobility, that will allow the market to determine that 
pattern” (Hager, 1982, p. 236; OECD, 1978). In the rare cases when 
government has acted to shore up a firm (e.g., AEG Telefunken) or an 
industry (e.g., coal) there is evidence that the usual mediating institu- 
tions — the banks and labour-management — have failed. It should be 
noted that on the few occasions of direct rescue aid, the firms underwent 
substantial shrinkage and restructuring. 


Japan 

In terms of the usual measure of the size of government — expenditures 
as a percentage of gross domestic product (GDP) — Japan appears to 
have quite limited scope; in 1980, public expenditures constituted 
33.1 percent of GDP (compared to an average of 40.3 percent in the 
OECD nations). This indicator, however, does not provide an accurate or 
useful measure of the scale of Japanese policy toward her declining 
industries. The links between business, government and the banks make 
the concept of distinct public and private sectors problematic (Hills, 
1981). Government is not viewed as a separate force from the rest of 
society, and government policies are not viewed as rules imposed on 
industry (Vogel, 1979). It is assumed that it is appropriate for the govern- 
ment to participate in the shaping of industrial structure (Saxonhouse, 
1979, p. 304). 

“Japan’s government and business leaders have long shared the 
assumption that the composition of the country’s output must con- 
tinually shift if living standards are to rise”’ (Magaziner and Hout, 1981; 
see also Patrick and Rosovsky, 1976). The restructuring of industry 
toward higher value-added, high productivity industries is the essential 
means of dealing with declining sectors. Through the practice of admin- 
istrative guidance, the Ministry for International Trade and Industry 
(MITI) tries to bring about a shift in resources. Hills describes the system 
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of advisory committees and conferences between government and busi- 
ness, which produce a series of indicative micro-plans (1983, p. 70). In 
depressed industries, MITI tries to promote much of the rationalization 
through a consensus with the industry.+ The picture that emerges of 
Japanese policy is that of sector-specific policies, in which government 
agencies acting in consultation with industry use several instruments to 
facilitate market trends. 

Is is impossible to understand Japan’s approach to industrial decline 
without recognizing the role of the banks. Only about 20 percent of 
Japanese industrial investment is held in equity. The banks hold the rest 
in loans and are also able to hold equity in non-financial companies. 
Banks in Japan act as crucial conduits between government and individ- 
ual companies. They are privy to early, detailed information about a 
firm’s problems. Not only are the banks often able to deal with industrial 
difficulties before they become crises, these arrangements make the 
government’s role more indirect and less visible. 

Japanese industrial policies, with a few exceptions, have tried to 
promote rather than prevent adjustment. Although it is clear that the 
main thrust of public policy has been to promote the concentration and 
rationalization of depressed industries, there have been important 
brakes on the restructuring of several declining sectors (Allen, 1979; 
Hills, 1983; Kikkawa, 1983). MITI is the main agent in overseeing the 
contraction of industries in decline. Magaziner and Hout describe the 
many roles of the ministry: “broad policy architect, ad hoc working 
problem solver, formal regulator, regional policy arbiter, and informal 
administrative guide. In some industries it has a strong statutory author- 
ity, in others only a broad and sometimes weak influence” (1981, 
pp. 32-33). Although MITI acts as the coordinator of a broad range of 
instruments, the general assessment is that the ministry works with a 
light touch and much of its activity cannot be measured by cash expen- 
ditures (Magaziner and Hout, 1981; Kikkawa, 1983). To encourage 
growth and manage decline, MITI uses taxation, anti-trust, export and 
import controls, as well as subsidies and credit. Although there are 
numerous sector-specific combinations of instruments that MITI has 
used to stimulate growth, the way it has dealt with decline is quite 
consistent: rationalize the industry through concentration and deliber- 
ate restructuring, by scrapping excess capacity and reducing employ- 
ment. Case studies of declining industries, including shipbuilding, alu- 
minum smelting and textiles, portray a mixed record (Kikkawa, 1983; 
Hills, 1983). For example, since shipbuilding started to decline in 1973, 
Japan has sought to rationalize the industry by reducing its capacity and 
its labour force. An anti-depression cartel established in 1979 acted in 
conjunction with the sharply reduced rate of shipbuilding activity (Kik- 
kawa, 1983, p. 241). Although the industry shrank from launching 17 mil- 
lion gross tons of ships in 1975 to 6.3 million tons three years later, and 
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the labour force went from 163,000 in 1974 to 100,000 in 1978, the 
management of decline has not been a complete success (Magaziner and 
Hout, 1981, pp. 67-69). Shipbuilding is one of the very rare instances 
where the Japanese government prevented adjustment: the rescue of 
Sasebo Heavy Industries in 1978 stands as a stark example of political 
forces overriding the normal policy consensus. 

Japan’s labour policies encourage the advancement rather than the 
retardation of structural adjustment. Workers in troubled industries are 
designated for special benefits under the employment insurance system. 
The focus is on retraining and on wage subsidies for relocation. Typ- 
ically, Japanese companies seek to retain their permanent employees 
and to shift them to other jobs within the firm. A prominent example of 
internal movements to avoid dismissal is Toyo Kogyo, the auto manufac- 
turer, which shifted a lot of factory workers to the sales division during 
the period 1975-80. Obviously this kind of response is only possible in 
large firms. 

Despite the rather blurred line between the public and the private 
sectors in Japan, bailouts of private firms or nationalization of failing 
firms are not customary parts of Japan’s arsenal of instruments (Rohlen, 
1979). Generally, ailing firms are left to collapse. Bankruptcy rates in 
Japan are four to five times higher than in the United States or Canada 
(Saxonhouse, 1979). Given the system of “administrative guidance” as 
well as the role of the banks, it is not possible to compare the number of 
bailouts in Japan with those in Britain or even France. Much of Japan’s 
economic success has come from facilitating growth; its handling of 
decline is more uneven. The Structurally Depressed Industry Law, 
passed in 1978, was intended to provide a framework for dealing with 
those industries whose problems were more than cyclical. Although the 
legislation gives MITI a statutory basis for stabilizing uncompetitive 
industries, the ministry has not been able to bring about rationalization 
in such depressed sectors as shipbuilding, aluminum smelting and tex- 
tiles (Magaziner and Hout, 1981; Kikkawa, 1983). 


France 

France contrasts with the other nations surveyed here both for its long 
history of direct state intervention and for its general distrust of the 
“market” (Green, 1983a, pp. 162-63). Between 1970 and 1984, French 
governments of varying political complexions have become involved in 
many sectors and firms in order to shape those industries’ responses to 
economic change (Green, 1984). The government’s control of the finan- 
cial system, and thus of investment capital, heightens the state’s capac- 
ity to intervene (Zysman, 1983; Cohen, Galbraith, and Zysman, 1982). 
The liberal rhetoric under the presidency of Giscard d’Estaing notwith- 
standing, throughout the 1970s and into the 1980s French governments 
have intervened heavily at the sector and firm level. The French state, 
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well-informed about industrial conditions, has not been willing to remain 
at the edge of the market, but has engaged in structural intervention that 
clearly distinguishes between winners and losers (Dyson and Wilks, 
1983). 

Although France is the only one of these six countries with national 
planning, there is little evidence that the state’s response to decline is 
part of a coherent, rational, and planned strategy (Green, 1981; Cohen, 
1982). Green argues that, despite the use of broad, purposeful labels such 
as “industrial imperatives” or “strategic reinforcement strategy,” the 
actions of successive French governments conform to a model of fire- 
fighting and crisis management rather than long-term strategic planning 
(Green, 1984, p. 142). This is not to suggest that the state simply acts inan 
ad hoc manner. France has developed important institutional mecha- 
nisms for coordinating industrial policy. Interministerial committees 
provide authoritative and centralized direction to policy. Industrial pol- 
icy has focussed on medium- and long-term growth in a number of key 
sectors. 

The management of decline in France has been based on both prompt- 
ing adjustment through growth and restructuring and the protection of 
French firms (Mahon and Mytelka, 1983). Of the six countries surveyed 
in this paper, France has been the most directly interventionist. It has 
sought to create “national champion” firms to compete internationally 
(Zysman, 1977); it has subsidized the restructuring of failing firms and 
declining sectors, and has eased workers’ burdens with redundancy 
payments and regional aid. France has employed a wide range of instru- 
ments in its efforts to cope with economic change. It is difficult to assess 
the actual number of bailouts that have occurred because the primary 
means of giving aid is for the government banks to forgive debts or to 
subsidize additional finance (Zysman, 1983). Since the mid-1970s, direct 
intervention has been more selective than previously (Green, 1984; 
Volkman, 1983). The major difference between France’s treatment of 
declining sectors and firms and Britain’s is that French assistance has 
generally been tied to rationalization and restructuring. Under Giscard 
d’Estaing, very radical rationalization sometimes took place; large com- 
panies were merged and large industrial groups abandoned some of their 
traditional activities (Green, 1984, p. 148). A common procedure in 
sector-wide rationalization has been to hone the sector down to two 
competing firms (e.g., Ugine and Sacilor in steel and Renault and 
Peugeot-Citroén in automobiles). The impact of the rationalization 
shows up in aggregate measures. From 1974 to 1981, bankruptcies 
increased by 70 percent and the industrial labour force declined more 
rapidly in France than in any other advanced industrialized country 
(ibid., pp. 148-49). 

French manpower policy is directed toward full employment. The 
receipt of unemployment benefits is not contingent on participation ina 
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training program, as it is in West Germany and Japan. Firms are limited 
in their ability to discharge workers; those that have been bailed out 
generally employ skilled workers who belong to well-organized trade 
unions. The socialist Mitterrand government has invited more direct 
participation by workers and union groups in its deliberations about 
bailing out particular firms. 

The concept of a sector plan and state-to-firm contracts, which began 
with the steel industry in 1978, has become a prevalent mode of French 
industrial assistance. All the policies and instruments are combined ina 
single package in return for certain developmental obligations which the 
firm undertakes. The support of ‘lame duck” private firms is also carried 
out in a unique fashion. Bailouts are not automatic even if the firm is 
large; Boussac textiles, for instance, with 11,000 workers was allowed to 
fail. Before a firm is rescued, it is subject to a great deal of scrutiny. Ifa 
rescue ensues, it is ajoint public/private venture based on an assessment 
of the firm’s financial and industrial viability (Green, 1983a, pp. 176-77). 
It is interesting to contrast the French reaction with that of the British 
when they are confronted with a firm’s financial crisis. In Britain, the 
response typically has been to buy time, to provide subsidies as a 
stopgap measure. (For cases in which rescues have been accompanied 
by restructuring, see Young, 1974.) In France, the state uses the crisis to 
force a restructuring (Cohen, 1982, p. 24). 

The technique most associated with the Interministerial Committee 
for the Adaptation of Industrial Structure (CIASI) — the state agency 
that processes requests for rescues — is to encourage a healthy firm, 
through cash subsidies and credit, to acquire the ailing company. Con- 
trol of credit through state-owned banks is another element of France’s 
industrial policy (Zysman, 1983). The French have also used rationaliza- 
tion — the steel industry is a prime example — as a way of coping with 
decline. Protection through quotas, tariffs and preferential public pro- 
curement continue to be employed in France (Shepherd and Duchéne, 
1983; Green, 1983a; Mahon and Mytelka, 1983). 

The question of coordination and integration, like so many other 
aspects of French industrial policy, cannot be answered unambiguously. 
Agencies like CIASI and CODIS (the Interministerial Committee for the 
Development of Strategic Industries) were established to coordinate 
policy and they have done so. CIASI has been the central clearing 
committee for all rescue requests; CODIS is a cabinet-level committee 
that has centralized the previously dispersed industrial policy functions. 
The strategies put forward by CODIS are indicative, not mandatory, but 
they represent an attempt to develop a coherent industrial policy. 
Despite CODIS’s emphasis on industries of the future, the troubled 
textile industry was added to its list of strategic areas. ““Le Plan,” which 
is so often associated with French industrial policy, had little impact 
during the 1970s (Estrin and Holmes, 1983a). Curzon Price notes that the 
major importance of the planning exercise was not that it directed 
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anyone but that it brought government and industry together (1981, 
p. 44). The general characterization of the country’s industrial policy is 
that France is a highly interventionist state whose policies have not 
always been part of a coherent national strategy (Cohen, 1982; Green, 
1983b), but whose policy instruments toward a specific sector or firms 
have been effectively coordinated. 

An analysis of the scope and means of the management of decline in 
Britain, France, West Germany, Japan and the United States reveals five 
distinct national approaches to the problem of economic change. These 
are not necessarily static approaches. Shepherd, for example, points out 
that British policy is becoming more realistic and more efficient. He 
depicts a scaling-down of technological ambitions and more acceptance 
of the need to trim excess capacity (Shepherd and Duchéne, 1983, p. 18). 
Shepherd’s judgment that British industrial managers are also learning 
and becoming more realistic is disputed by Dyson, who argues that there 
is little indication of a change in attitude (ibid., p. 63). 

In some cases, the primary emphases of particular national 
approaches have altered over time. For example, Japan’s initial use of 
micro-level instruments to support promising sectors has been largely 
replaced by more macro-level instruments (Kikkawa, 1983). Although 
changes in the party in power may have initially brought about changes 
in policy, the distinctive national patterns have prevailed (Coates, 1982; 
Green, 1981; Hager, 1982). U.S. governments have consistently refused 
to use the powers of the state to accelerate adjustment; American 
interventions to preserve uncompetitive industries and firms have been 
ad hoc, non-institutionalized responses to short-term political pres- 
sures. British practice provides numerous examples of intervention. 
Although they are far more common, the interventions are similar to 
those in the United States in their focus on muting market signals rather 
than hastening adjustment to market forces. Saving jobs and shoring up 
depressed regions appear to be as much the objectives of British govern- 
ments as national economic growth. The quotation attributed to Samuel 
Brittan is most apt: the British government does not steer the econ- 
omy — it just bails it out! 

West German governments have relied on the market to set the 
parameters for their industrial policies. However, here the market is not 
treated as an autonomous force that imposes outcomes on society. 
Through the concerted efforts of government, business, labour and the 
banks, West Germans are able to shape their economy (Dyson, 1980). 

The picture of French policy making is more dirigiste than the Ger- 
man. Although there is some disagreement about the extent to which 
France’s policy has been coherent, there is no disagreement that, within 
certain international and domestic constraints, the French try to steer 
major parts of their economy, and are not averse to sometimes bailing it 
out. 

The Japanese system also takes its cues from the market. But here too 
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there is a unique response: the market is not treated as an alien force that 
must not be interfered with lest it be distorted. The Japanese government 
tries to play a guiding role in channelling resources and providing various 
kinds of assistance to both growing and declining firms. 


Canada 

Where does Canada fit into this survey? How do the scope and means of 
Canada’s involvement in economic adjustment compare to the other five 
countries? Besides Canada’s historic practices of subsidizing the rail- 
roads, canals, and so on, there are numerous examples of aid to latter- 
day “roads and bridges.” In 1979-80, available data show that the 
federal government spent $865 million and the provinces $333 million on 
trade and industry (Jenkin, 1983, pp. 152-53). These figures under- 
estimate the level of financial participation. If we include off-budget 
items like loan guarantees, the picture is much different. In a recent 
study, the Economic Council of Canada estimated that as of March 31, 
1980, federal and provincial government loans and investments out- 
standing under programs of assistance to industry in the private sector 
equalled $6 billion (1982, p. 17). As of March 1980, there were 28 agen- 
cies, boards and divisions at the federal and provincial levels to provide 
loans, investments and loan guarantees (ibid.). 

The seemingly broad range of Canadian involvement is similar to 
Britain’s, where the depth of the state’s participation in economic adjust- 
ment is not very great. The assistance is generally to firms rather than 
sectors.° Although there have been omnibus assistance programs like 
the Enterprise Development Program (EDP) and the Ontario Develop- 
ment Corporation, there is little indication that these have consisted of 
more than an aggregation of government subsidies to failing firms. For 
example, the 1982 Auditor General’s Report found little evidence of a 
coherent set of guidelines for EDP boards to follow in granting funds or 
when monitoring to see if the terms were being observed (1983, p. 227). 

The scope of Canadian policy is broad, it is not confined to any set of 
sectors, and it is not limited to any particular region. The dual focus on 
national economic growth and regional development provides a base for 
assistance to the industrialized heartland and to the less developed 
hinterlands. The degree or depth of intervention is fairly shallow, and 
assistance to private sector firms usually follows what is described as the 
“Chrysler model” in Britain. The cash is handed over and the company 
is left to adjust. Even when a firm has been bought out and joins the 
public sector, there is still little evidence that the government is asserting 
a lot of control. Canadair is a case in point. Senior civil servants on 
Canadair’s board of directors provided neither government direction for 
the corporation nor gave the government useful information about the 
firm (The Globe and Mail, February 5, 1983). 

The last element in the consideration of “scope” is the degree of 
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integration and the extent to which separate actions are part of a general 
policy or framework. Michael Bliss concludes that there is no pattern to 
the confusing collection of Canadian subsidies to private firms (1982). 
Similarly, in a recent study of business bailouts, the authors affirm that 
although there are several factors explaining government rescues, there 
is no coherent industrial policy framework that links these various 
rescues (Trebilcock et al., 1985). Again Canada is closest to Britain. With 
the possible exception of textiles under the Canadian Industrial Renewal 
Board (CIRB) and the attempted restructuring of the fisheries processing 
industry, there is no consensus on the need for state involvement to help 
deal with economic decline (Watson, 1983); nor is it conditional on 
restructuring or modernization (Trebilcock et al., 1984). Specific politi- 
cal pressures are the best explanations of intervention to assist failing 
firms. 

Much of Canadian intervention has tended to prevent or postpone 
adjustment. To this end, Canadian governments at the federal as well as 
the provincial levels have responded with tariff and non-tariff protection 
for troubled industries, loans, loan guarantees and direct subsidy for 
failing firms as well as public ownership of lame ducks (Morici et al., 
1982). In the early 1970s, Canada’s tariffs were generally higher than the 
other nations surveyed here (Economic Council of Canada, 1975a, p. 17). 
As in other nations, above-average protection is given to many of the 
sectors generally regarded as being in decline, e.g., textiles, furniture, 
leather products, shipbuilding. Unlike Japan and the three European 
nations studied here, Canada does not encourage mergers and market 
concentration. 

Labour market adjustment programs provide income maintenance to 
displaced workers, as well as some training and relocation assistance. 
Although Canadian unemployment benefits compare favourably with 
those in other advanced industrialized states, the country’s training and 
relocation programs, so crucial to mobility and adjustment, are less 
successful (Glenday et al., 1982; Saunders, 1984). 

General industrial programs like the EDP provide assistance (mainly 
loans and loan guarantees) to failing firms. In addition, certain programs, 
like the Shipbuilding Industry Assistance Program, assist specific indus- 
tries. In manufacturing, the main beneficiaries are shipbuilding, clothing 
and textiles, aerospace and defence (Canada, Department of Industry, 
Trade and Commerce, 1979). Although there have been programs like the 
Automotive Adjustment Program, which, inter alia, provided supple- 
mentary benefits and retraining subsidies to laid-off workers, and the 
Labour Adjustment Benefits Act (1982), which provides supplementary 
benefits for workers in an industry designated as undergoing significant 
economic adjustments, most Canadian adjustment assistance Is to firms. 

Two recent programs, the Industrial Regional Development Program 
(IRDP) and the Canadian Industrial Renewal Program (CIRP) should be 
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noted, IRDP because it is now the major vehicle for non-sectoral adjust- 
ment policies and CIRP because it represents a significant change in 
approach. On July 1, 1983, the Industrial and Regional Development 
Program came into existence as the core federal program for the delivery 
of direct assistance to private sector firms. On its establishment, IRDP 
subsumed several former assistance programs and is now available to 
firms in all regions of Canada. The level of assistance for a firm depends 
on its location. The Canadian Industrial Renewal Board (CIRB) was 
established in 1981; it administers a program to assist the domestic 
clothing and textile industries to restructure and modernize. The selec- 
tive approach of the Board is a shift away from assistance based on the 
needs of a particular firm or group of workers. The CIRB in general 
concentrates on long-term planning for the entire sector. 

Besides the instruments employed at the federal level, it should be 
noted that the provinces are also coping, both individually and in concert 
with Ottawa, with declining industries (Davenport et al., 1982; Morici 
et al., 1982, chap. 6; Jenkin, 1983). In sum, federal and provincial gov- 
ernments have sought to preserve sectors through protective tariff and 
non-tariff barriers. Direct financial assistance through grants, loans and 
loan guarantees have usually left adaptive measures to the judgment of 
the particular firm. Even when the aid was conditional, it is not clear that 
the state could force the firm to meet the conditions — cf. the Chrysler 
and Massey-Ferguson rescues (Trebilcock et al., 1985). Furthermore, 
Canadian governments have been willing to take an equity position in 
assisted firms. 


Explaining Policy 


The second part of this paper surveys the determinants of policy — not 
to derive a theory of economic adjustment, but to impose some order on 
the various explanations that have appeared in the literature and to apply 
them to Canada. Much of the analysis of economic decline has been left 
to the economists. As a group, they have been largely critical of state 
interventions toward failing firms and declining sectors (Watson, 1983). 
Although economic analysis may be able to explain why a firm, sector, 
or economy is declining, it is not able to explain why the state inter- 
venes — or what factors shape the state’s choice of policy instruments. 
As David McKay notes in a recent critique of economic analysis, econo- 
mists ignore the role of the state (1983a, p. 112). 

We are concerned here with explanations of the political phenomena. 
This is not to suggest that there is no economic component or that 
economic factors are not important; however, government’s efforts (or 
lack thereof) to deal with economic decline must be conceptualized as 
political response. The actions, economically justified or not, are the 
result of the operation of political forces. 
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The state of the economy is an important starting point in any analysis 
of public policy. Such characteristics as the degree of openness, the 
extent of regional and industrial concentration, and the level of resource 
endowments are attributes that shape the kinds of adjustment problems 
likely to arise, but the state of the economy may impose constraints on 
the policies that can be adopted. To explore the links between the state of 
the economy and industrial adjustment is beyond the scope of this 
analysis; however, an appreciation of the relevance of the economy 
should be a precaution against inappropriate comparisons. For example, 
the dynamic West German economy has been able to absorb unemploy- 
ment in the textile industry and has thus been able to pursue employment- 
shedding restructuring and to support market principles as a basis for 
policy. The state of the British economy did not present the same 
possibilities (Shepherd, 1983, pp. 38-46; Grant, 1982). Even when there 
are important economic forces at work, it is necessary to consider how 
political factors transform economic conditions into political problems. 
Moreover, variations in economic performance, which are not always 
explained by differences in factor endowments, have led to a lot of 
interest in how political factors affect economic growth. The analysis of 
the state and economic decline has tended to fall into two broad catego- 
ries, depending on which of the policy determinants receives the major 
emphasis. Most of the work of political scientists has emphasized the 
role of either ideas or institutions (broadly defined) in the determination 
of adjustment policies (Simeon, 1976; McKay, 1983a). 


Ideas 


Concern with the role of ideas in policy making may focus attention 
either on broad, nationally held cultural values or on more narrowly held 
ideological beliefs. Political culture refers to the shared beliefs and 
values that characterize a political community. As Simeon notes, a 
stress on dominant ideas is most useful in understanding the “more gross 
differences in the patterns of policy in different countries” (1976, p. 573). 
He goes on to say: “Ideas do not provide complete explanations. They 
tend to be general and thus to account for broad orientations rather than 
the specific details of policy.” Political ideas here act to set broad 
constraints on policy makers. Political ideas have been used to explain 
observed differences in nation states, as well as to explain a consistent 
pattern within a single jurisdiction (King, 1973). Two recent comparative 
studies draw a similar conclusion. McKay and Grant find that the pursuit 
of a coherent industrial strategy depends in part on a “broad acceptance 
among political elites of the need for government to play an active role in 
helping industry adapt to change” (1983, p. 9). And in Politics, Policy and 
the European Recession, Andrew Cox unequivocally states the impor- 
tance of collaboration between government, industry and labour: 
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‘Clearly the message for the declining economies is that unless they can 
generate the incorporatist and consensual relationships between busi- 
ness, finance and labour which have been generated in the relatively 
prosperous nations, then the prospects for the 1980s are bleak” (1982, p. 30). 


Shared Beliefs 

The notion that there is a necessary role for the state in the economy sets 
West Germany, France, and Japan apart from the other nations in this 
survey. Esser, Fach, and Dyson refer to the confined terms of debate 
about economic policy in Germany (1983, p. 107). Dyson states: 


The nature of German economic argument is only to be understood against 
the background of an intellectual tradition of political economy that has 
given key place to the concept of state. This tradition has fostered the public 
regarding attitudes, a deep sense of interdependency and social responsibil- 
ity even in the exercise of private economic power. (1982a, p. 61) 


The French political system also shares this view of the state and 
economic life. ““The open use of state power at home and abroad to 
achieve economic ends has been a continuous theme” (Zysman, 1977, 
p. 257). In France, intervention is both accepted and expected; there isa 
consensus about industrial development (Green, 1981, p. 347). 
Gourevitch describes the shared beliefs: 


The economic ideology which came increasingly to dominate French decision- 
makers — private and public, elite and mass — was a kind of growth ori- 
ented statist Keynesianism: growth was the goal; left to itself, the market 
would not provide the right incentives; the state had to intervene, not to 
displace the market, but shape it; the instruments of intervention included 
management of demand through fiscal policy, restructuring of industries by 
a variety of techniques (mergers, credit controls, taxation, subsidies), 
indicative planning, stimulated technological change, and a ‘calibrated’ 
open commercial policy through the coal and steel community, the EEC, and 
GATT. (1982, p. 3) 


France is the only one of the nations surveyed here which has rejected 
the idea that the market is a dominant force. Green explains that 
[French] governments have tended to guide the pace and direction of 
industrial change.” This predilection for “‘administered industrializa- 
tion” can be explained partly by the deep-rooted belief that market 
forces are blunt and ineffective tools of resource allocation (1983a, 
p. 161). 


The Japanese consensus is described by Magaziner and Hout: 


The Japanese do, however, share a remarkably common view of the legit- 
imacy of national government as guide and mediator. . . . Japanese histor- 
ical tradition .. . grants to government a legitimate role in shaping and 
helping to carry out industrial policy. Japanese businessmen share with 
government leaders and officials a sense of the importance of co-ordinated 
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national development and are generally amenable to and in fact expect 
government intervention to advance this goal. (1981, pp. 4, 29) 


In the United States there is a consensus, but it acts to constrain and 
limit the actions of the state. Public sector interventions to cope with 
market failures are treated as reluctant exceptions (McKay, 1983b, 
pp. 46—47). As Edmonds points out, although Americans are wary of any 
government intervention, in fact extensive intervention does take place. 
However, with regard to industrial policies, he observes: 


The historical ideological restraint that makes politicians, government 
officials and legislators reluctant to interfere too dogmatically or pervasively 
in private enterprise is matched by an equal resistance in private industry to 
government interference. Indeed, even where it is unavoidable, such as in 
the defence industrial sector, there is an instinctive feeling that the situation 
is unnatural and not conducive to efficiency. The American corporate exec- 
utive distrusts his state and turns to it only as a last resort. (1983, p. 75) 


In Britain, there is no consensus on the need for state involvement. 
Peter Maunder opens his essay “Government Intervention in the Econ- 
omy of the U.K.” with the observation: “The extent to which the state 
ought to intervene and influence private industry at the micro level 
continues to be an active political issue” (1979, p. 130). Similar views are 
stated by Grant and Wilks: “One of the distinguishing characteristics of 
the industrial policy debate in Britain is that the question of whether 
government should or should not have an industrial policy is itself highly 
contentious” (1984, p. 16). Comparing Britain and France, Diana Green 
points to the difference in beliefs and values, noting that state interven- 
tion is an accepted and expected feature of French political and eco- 
nomic life. In Britain, however, state intervention has always been a 
disputatious issue (1981, p. 334). The debate over adjustment policy is 
predicated on aclassical view of the market and the totally separate state 
(Gamble, 1981). 


Partisanship and Ideology 

Political partisanship is another factor in the determination of policy. 
Political culture tends to be associated with general direction or scope of 
intervention; partisanship is linked not only to the direction, but also to 
the means by which the state acts. Political culture is obviously consis- 
tent over time, whereas partisanship can vary because of the party in 
power. Dyson and Wilks suggest that even when competing political 
partisans are out of power, they can influence the climate of opinion 
toward ailing firms and sectors (1983, pp. 253-54). Explanations based 
on party ideology are, however, more likely to occur when the reins of 
government shift from a political party at one end of the ideological 
spectrum to a party at the other. In Japan there has been no such 
variation; although there has been some analysis of the policy views of 
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the Liberal Democratic party (LDP) (Pempel, 1982, chap. 2), the stress is 
more on the LDP as a broker party which reflects the social consensus. In 
the United States, the different bases of support for the Democrats and 
Republicans may translate into different policies. It is possible that 
identifying the nature of a party’s constituency in the United States may 
help in trying to predict which political pressures are likely to result in 
protection. Evidence from the Chrysler case, however, indicates that, in 
that instance, party was not a salient factor in the bailout decision 
(Freeman and Mendelowitz, 1982). In West Germany, where the Social 
Democratic party (SPD) was replaced by the more conservative Christian 
Democrats (CDU) in 1982, France where the Gaullists were replaced by 
the Socialists in 1981, and Britain where the Tories and the Labour party 
have alternated too, the impact of party ideology has received some 
attention. 

In West Germany the coming to power of the CDU was not seen as a 
major turning point in the process of industrial adjustment. Throughout 
the 1970s, the SPD had followed a social market approach in keeping with 
widely held views of the importance of competitive market forces 
(Markovits, 1982; Dyson, 1982b). The impact of ideology may well come 
from the rise of the Green party or other ginger groups who protest the 
material values that underpin German policies toward modernization 
(Chandler and Siaroff, 1984). Esser, Fach and Dyson conclude that these 
challenges are unlikely to change the basic approach to industrial adjust- 
ment but they may lead to less flexibility and adaptability in the German 
policies of adaptation (1983, p. 126). 

The French case is more problematic. On the one hand, commen- 
tators like Diana Green stress the continuity of the French approach. 


Although state intervention in industry is a long-standing tradition in 
France, itis not ideologically motivated. . . . The traditional étatist mode of 
economic change and industrial management was not displaced or elimi- 
nated by the neo-liberal Giscardian regime of 1974-81. Similarly the arrival 
of the Socialist government of President Mitterrand in 1981 does not appear 
to have resulted in a radically different approach to crisis management. 
(1983a, pp. 161-62) 


Other commentators focus on the changes brought in by a new govern- 
ment. For example, Hayward argues that the Socialist victory in 1981 led 
to changes in the goals of the French state as well as in the choice of 
instruments (1982, pp. 135-38). Similarly Cohen points to three policy 
changes: greater concern about unemployment, more efforts toward 
income redistribution, and an attempt to increase social control of the 
economy (1982, p. 181). Each change has direct implications for France’s 
policies of adaptation and economic adjustment. 

The British political system is often characterized by abrupt policy 
shifts; however, these so-called ‘“‘U-turns” seem to take place within a 
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government as much as between administrations. There is little doubt 
that there is genuine policy disagreement between the two major politi- 
cal parties. “The debate within and between parties has been couched in 
unreconcilable terms of common ownership and planning versus the free 
market and liberty” (Grant and Wilks, 1984, p. 24). But doctrinaire 
rhetoric aside, Coates and others provide ample evidence that Con- 
servative and Labour governments were pulled to similar positions from 
different starting points (Coates, 1982, pp. 147-52; Grant, 1983, chap. 3; 
Green, 1981). For example, the U-turn of 1972 resulted, inter alia, in the 
Tories’ 1972 Industry Act, which became a major element of Labour’s 
subsequent industrial policies. The election of the Conservative party 
under Margaret Thatcher in 1979 once again brought to the fore the 
question of party ideology. Elected on a platform that promised a return 
to market discipline, the Thatcher record reflects the intractable prob- 
lems and political pressures that confront any British government. There 
has been no dramatic reversal in policy; British Leyland and the British 
Steel Corporation continue to receive heavy public subsidies, regional 
assistance is still provided, and the National Enterprise Board survives 
(Curzon Price, 1981, pp. 62-63; Grant, 1983, pp. 78-99). Wyn Grant 
sums up the approach of the Thatcher government as the “trimming of 
industrial policy.” Sir Keith Joseph, the Minister of Industry, explained, 
“We have not changed our diagnosis of the aims. Some unprecedented 
factors have made the transition stage more difficult” (Grant, 1983, 
p. 97). At this point, it seems that, compared to its predecessors, the 
Thatcher Government has been less susceptible to pressures for protec- 
tion, but whether there is a longer term strategy for adjustment is not 
clear. 


The Views in Canada 

Questions of industrial strategy are currently prominent on Canada’s 
public agenda. The issue is often stated in first principles. Should 
government intervene? Free trade or protection? Certainly there is no 
shared starting or fundamental point of agreement. Anyone surveying 
the question of Canadian industrial strategies must be struck by the lack 
of consensus.® Despite extensive public intervention in the economy, 
current debate focusses on whether the state should intervene. This 
conflict is inextricably related to two other questions: which level of 
government makes the policy and what the objectives should be (Jenkin, 
1983; Tupper, 1981; Thorburn, 1984). These questions add a second 
dimension — regionalism — to the initial issue of state intervention. 
The interweaving is referred to by Michael Jenkin: 


Perhaps even more important, however, has been the manner in which the 
character of economic development has profoundly affected the nature of 
regional conflict. .. . As a result, different patterns of economic develop- 
ment and interests have evolved, with provincial governments becoming a 


Chandler 195 


natural focus for those interests. . . . the direction in which industrial pol- 
icy is evolving elsewhere, with its emphasis first on sectoral, and now on 
firm-specific action, poses special problems for a country with territorially 
diverse interests. The decision to support, or indeed, to rationalize a par- 
ticular form of industrial activity, especially at the firm level, inevitably has 
territorial implications when economic activity is so regionally specialized. 
Support for one industry or one firm is seen as support for one region or 
province rather than another. It is in this sense that it has become virtually 
impossible to discuss industrial policy in Canada without immediately 
addressing the problem of regional economic competition and its political 
manifestations — federal-provincial and interprovincial conflict. (1983, 
pp. 25-26) 


Although this problem of the interrelationship between industrial strat- 
egy and regional developments is often addressed in institutional terms 
(and will be discussed in the next section), it is important to see that it 
also bears on the formation of a consensus in regard to industrial 
strategy. As a nation, Canada has not come to grips with the trade-offs 
implied in pursuing both objectives. 

The lack of a general framework or policy for industrial adjustment 
leaves governments more vulnerable to sector- and firm-specific calls for 
protection from the market. Canadian governments, federal and provin- 
cial, have responded to those demands by imposing tariffs and other 
forms of protection, as well as firm-specific bailouts, but these tariff 
barriers are cited by those who oppose state-led adjustment to demon- 
strate the folly of public sector intervention in the economy (Watson, 
1983; Tupper, 1981). And so the debate continues. 

Party ideology or partisanship does not seem to be significant in 
determining Canadian adjustment policies. The major federal parties are 
categorized as broker parties: both at times espouse the virtues of a free 
market and at other times intervene directly in the economy. At the 
provincial level, there have been efforts by every governing party to 
encourage and shore up its industrial sectors (Jenkin, 1983; Thorburn, 
1984). Although the provinces have created non-tariff barriers 
(Trebilcock et al., 1983), have lobbied Ottawa for tariff protection for 
their industries (Mahon and Mytelka, 1983; Molot, 1977), and have bailed 
out failing private-sector firms (Trebilcock et al., 1985), no provincial 
government has put forward a program to guide restructuring and mod- 
ernization. Quebec, which does set forth a general development policy, 
still favours protection as the main instrument in dealing with “the less 
competitive sectors” (Quebec, 1979, p. 161). Given the federal system, 
there are few incentives for a province to bear the social and political 
costs of restructuring adjustment when the costs of protecting declining 
industries will be shared by the rest of the country. 

What can we conclude from this review? Although Canada has a long 
history of state intervention and currently government expenditures 
constitute over 40 percent of the gross domestic product, there is little 
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evidence of a consensus on whether Canada ought to have an industrial 
strategy; moreover, even among the proponents of state-led adjustment, 
there is no agreement about the true objectives of the strategy or how it 
could be formulated and implemented. The fragmentation of opinion Is 
further reflected in the lack of consensus within government (French, 
1980), within industry (Tupper, 1981), and within labour (McBride, 1983). 


Institutions 


The way institutions behave is the basis for a second major approach to 
an explanation of how policies come about (McKay, 1983b). Variations in 
organization and the distribution of authority are related to differences in 
adjustment policies. This approach includes explanations that focus on 
the process of decision making. Simeon points out that institutional (and 
process) characteristics may influence the scope as well as the means of 
policy (1975, p. 575). It should be noted that these structures and institu- 
tions may also be the consequences of policy choice. 

Although each nation has its own institutions and processes for deal- 
ing with economic decline, a number of characteristics or dimensions 
that have been found to be empirically and logically related to policy 
choice emerge from the literature. Before putting forward a framework 
of analysis (rather than an explanation of any one country’s policies or 
any particular sectoral or firm-specific response), we shall consider the 
state’s organizational characteristics, the workings of national financial 
systems, and the organization and role of the private sector as they 
shape adjustment policy. 


Organizational Structure and Process 

One of the most common ways in which political scientists study eco- 
nomic adjustment is to describe the various agencies that formulate and 
implement policy. These agencies may vary in the degree of centraliza- 
tion of policy making, the degree of interagency coordination, and the 
institutional stability over time. For example, the French Inter- 
ministerial Committee for the Adaptation of Industrial Structure (CIASI)’ 
included ministers and top-level public officials and bankers. The com- 
mittee met weekly to deal quickly and efficiently with the problems of 
failing firms (Green, 1983a, pp. 176-77). The French CODIS 
(Interministerial Committee for the Development of Strategic Indus- 
tries) is another example of a highly centralized structure. The Commit- 
tee, made up of key economic ministers, was established in 1979. It is 
chaired by the prime minister and has no separate budget. Its purpose is 
to steer the development of strategic industries and to coordinate the 
various instruments of intervention. Japan’s MITI (Ministry of Interna- 
tional Trade and Industry), established in 1949, also exemplifies cen- 
tralization and coordination. MITI has wide-ranging responsibilities but, 
although it has a comprehensive perspective, it is not unconstrained. 
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While it is clear that its impact varies across industries and that it comes 
under the aegis of the Ministry of Finance and the Fair Trade Commis- 
sion, there is little doubt that MITI is the “focal point in industrial policy 
determination, lending it continuity and consistency” (Magaziner and 
Hout, 1981, p. 33). 

The British agencies are quite different from the French and Japanese. 
There is no centralized coordinator reviewing industrial policy and 
anticipating economic crises. There have been numerous changes in the 
institutions responsible for industry; the relevant policy-making powers 
have shifted from the Ministry of Technology to the Department of Trade 
and Industry (1970-74) to the Department of Industry. Non-departmen- 
tal responsibilities have also moved from the Industrial Reorganization 
Corporation (IRC) to the National Enterprise Board (NEB) to the current 
British Technology Group (BTG). As Wilks notes, in Britain “the more 
closely an institution becomes involved directly with selective interven- 
tion, the more vulnerable it has become to destabilizing change or even 
threat of abolition” (Wilks, 1983, p. 135). 

Although these structural features clearly seem to hinder the emer- 
gence of a coherent industrial strategy, an even more basic implication 
can be drawn from the above discussions. The key quality of a nation’s 
institutional organization is the extent to which the arrangements leave 
decision makers susceptible to demands for protection and efforts to 
prevent rather than promote adjustment. For example, Hills punctures 
the myth of an omnipotent MITI. She lays out the circumstances in 
which MITI has not been able to guide adjustment, when domestic and 
international pressures have led to dominance of the short term over the 
long (Hills, 1983, pp. 71-79; Saxonhouse, 1979, pp. 317-19). The West 
German system of social partnership has meant that, despite numerous 
redundancies, the unions have supported the modernization strategy in 
return for a role in formulating restructuring plans. Thus, even in the 
case of large-scale crises, like Volkswagen in 1974 or the steel industry 
since 1975, there have been no effective demands to rescue rather than 
adjust. Crisis cartels, including labour, management and government, 
have been the response to specific industrial crises. 

France has been characterized by its “closed” public management — 
a bureaucratic elite who are relatively insulated from political pressure. 
Organized labour has been weak and unable to help shape the direction 
of adjustment, nor can it provide support for broad economic and 
political initiatives or sustain corporatist arrangements that characterize 
the political economy of West Germany. However, it must also be noted 
that in the bailouts that occurred during the 1970s as well as under the 
Mitterrand government, in each rescued firm the workers belonged to 
well-organized unions (Green, 1983a; Hayward, 1982). At the level of the 
industry rather than the individual firm, the highly unionized textile and 
steel industries (80 percent are unionized, compared to an average rate 
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in France of 25 percent) have concluded special agreements for labour 
adjustment. 

In Britain there is little insulation from demands for protection. First, 
there is no overall plan to judge the merits of rescuing a firm or sector. 
Second, response to dramatic crises comes from cabinet: each case is 
treated on an ad hoc basis and, as Wilks aptly concludes, ‘each is 
argued from first principles and each decision [is] unpredictable and 
taken ultimately on political criteria” (1983, p. 129). 

Except for the strong ideological bias against state intervention to 
prop up market failures, the U.S. pattern is quite similar to the British. 
There is no agency charged with providing a supervisory role on indus- 
trial policy. Moreover, as Zysman and Tyson (1983) and Reich (1982) 
argue, there is no political coalition in support of adjustment based on 
restructuring and modernization. Demands for protection from the 
industry are dealt with by Congress in a political manner. 


The Banking System 

The capacity of the state to cope with adjustment problems is also 
related to circumstances outside the structure of specific government 
institutions. The role of the banks and the financial system are generally 
other elements in the institutional analysis of industrial strategy. The 
general hypothesis is that “structural differences in national financial 
systems contribute to the differing capacities of governments to inter- 
vene in the industrial economy” (Zysman, 1983, p. 285). 

At least four factors determine the impact of the financial system on 
adjustment. First, the degree to which industrial finance depends on 
bank loans (as opposed to equity); second, the extent to which the banks 
may hold equity in non-financial firms; third, the capacity of the banks to 
exert discretionary power over the allocation of credit; and, fourth, the 
capacity of the state to exercise leverage over the banks (Zysman, 1983). 

Since the banks are now more directly involved in firm financing, they 
are more likely to have early and reliable information about problems a 
company may be experiencing. The closer the relationship between 
troubled companies and the banks, the less likely that the government 
will be directly involved in rescues. Moreover, with the closer involve- 
ment of financial institutions, restructuring and reallocation within the 
troubled firm or sector are facilitated without the more usual mode of 
adjustment — laying off workers. Differences among financial systems 
create important variations in the ability of the state to control credit as 
an instrument of policy. Using credit allocation, it is possible to discrimi- 
nate among firms and sectors without having to create a legislative 
vehicle or an administrative agency (Zysman and Pontusson, 1980, 
p. 41). In the cases of Japan, France, and West Germany, evidence 
indicates that the working of their financial systems was an important 
factor in generating adjustment policies (Zysman, 1983; Hager, 1982; 
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Owen-Smith, 1979, pp. 176-78; Esser, Fach and Dyson, 1983, p. 125; 
Suzuki, 1980).8 In Japan, France and West Germany there are close links 
between industry and the banks. Moreover, the concentration of the 
financial institutions means that the banks exercise a great deal of power 
through credit allocation. In contrast to Japan and France, the West 
German banks are independent of the government. 

At the same time, it is true to say that the capital market system in the 
United States and Britain acts as a separate domain from industry and 
government. Industry is not so dependent on long-term debt (and thus 
the banks) and the banking industry is far less concentrated than its 
counterparts in West Germany, Japan and France. Furthermore, 
because of the autonomy of the banking system, the state is not able to 
manipulate the allocation of credit through the banks. This has several 
implications for economic adjustment. Because the information readily 
available to Japan, French and West German banks (and governments) is 
lacking in the United States, and Britain, there is little early warning that 
a firm or sector is in trouble. Financial regulations, especially in the 
United States, are such that it is difficult for the banks to play the 
rescuing role they do in other nations. So without the banks playing a 
mediating role, demands for assistance must be addressed to govern- 
ment. Then the choice is to rescue or not, whereas in the case of the other 
three nations there are more varied and subtle instruments available to 
the banks and to government working through the banks (Zysman, 1983, 
chaps. 4, 5; Grant, 1982; Blank, 1978; Maunder, 1979, p. 139). 


The Private Sector 

The organization of the private sector and the relationship between the 
public and private sectors are additional aspects of institutional arrange- 
ments, broadly defined, that are associated with differences in the 
management of industrial decline. To explain this relationship between 
the public and private sectors, we must go back to the organization of 
interests within the private sector (Katzenstein, 1978). In those nations 
where there is concerted action between business and government or 
among business, labour and government, interests in the private sector 
are more centralized. Those nations (Japan and West Germany) in which 
business is represented by encompassing organizations are more likely 
to be given support for policies designed to promote economic adjust- 
ment. More narrowly organized business interests are far more likely to 
try to shield themselves from the costs of competitive adjustment 
(Olson, 1982). In their analysis of industrial policy among OECD nations, 
McKay and Grant conclude that good communications between politi- 
cal/bureaucratic and economic spokesmen are one of the prerequisites 
of a coherent industrial strategy (1983, p. 9). The relationship between 
business and government is important to policy making on at least two 
counts. Continuous communication means a steady flow of information 
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to decision makers; obviously, micro-level intervention for adjustment is 
impossible without adequate information. Second, consultation and 
collaboration is crucial to political feasibility. Heavy social costs often 
associated with restructuring present less of an obstacle if decision 
making is shared with the private sector. The cases of Japan, West 
Germany and France once again set them apart from the United States 
and Britain. In each of the first three, business interests are built into the 
policy process. Whether it is through the system of committees and 
conferences in Japan, the social partnership and crisis cartels in West 
Germany, or the participation of industry in identifying the priorities of 
the industrial strategy and the joint ventures between public and private 
capital in France, there are countless indications of the closeness of 
industry-government relations in the three nations. In each case, the 
state does not act in isolation in its efforts to cope with economic decline 
and adjustment. 

Differences in labour organization also determine the state’s ability to 
adjust to economic change. The institutionalization of labour’s par- 
ticipation in the adjustment process and the dominance of trade unions 
in the export sectors within the labour movement are important features 
of West Germany’s response to industrial adjustment. Although 
nationally organized labour is not a strong force in Japan, the corporatist 
role of labour at the level of the firm is an important feature of that 
country’s approach. In West Germany, the broadly based labour move- 
ment provides flexibility and support. Workers are not left to bear the 
burdens of firm failure nor must they stand in absolute opposition to 
layoffs because a firm is in decline. In Japan, the close labour-management 
relations at the level of the firm means that labour can provide flexible 
support when a company is restructuring. 

In France, too, organized labour has been weak at the national policy 
level. There are few cases where labour presents a united front to 
champion policies that will enhance its mobility and standing. Even in 
those firms or sectors where there are strong trade unions, French 
labour-management relations have not instituted a flexible system like 
the Japanese that can facilitate positive adjustment (Zysman, 1983, 
p. 164). 

It is in Britain, the most unionized (50 percent of the workforce) of the 
nations surveyed here, that labour has the most negative impact on 
economic adjustment. The trade union movement is fragmented and has 
not been able to mobilize support for industrial policies of general 
benefit. At the firm level, further fragmentation has obstructed the 
internal flexibility often necessary to assist a declining company. 

The relationship between labour, business and government varies a 
great deal across the systems surveyed here. Only in West Germany is 
labour a regular participant in the policy process (Markovits, 1982; 
Gourevitch et al., 1984; Lange et al., 1981). In Britain, despite such 
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efforts as establishing tripartite Sector Working Parties as part of 
Labour’s industrial strategy in 1975, British policy institutions and pro- 
cesses do not include industry or labour. It is generally acknowledged 
that because the public and private sectors are insulated from one 
another, British decision making suffers significantly. First, it is reactive 
rather than anticipative (Wilks, 1983). Second, little support is built up 
for industrial policies. Instead of medium- to long-range adjustment 
policies drawn up after consultation with industry, the government gets 
involved at the last minute in desperate efforts to save jobs and shore up 
depressed regions. 

Although there is little disagreement that there is a difference between 
business-government relations in the United States and Britain and the 
more corporatist arrangements in France, West Germany and Japan, 
this is not to say that there is no conflict in the latter three or that the 
consultative process always promotes adjustment (Hills, 1981; Sax- 
onhouse, 1979; Curzon Price, 1981). The point is that there is a qualitative 
difference in the government-business relations in the two sets. 


Canadian Institutions 

Comparing Canadian institutional arrangements with those of the other 
five nations helps to explain observed differences in policy. Perhaps even 
more importantly, examination of the institutional settings sheds some 
light on the transferability of other nations’ policies. Policies cannot be 
borrowed summarily from other political systems; the only realistic way 
to consider the adaptation of policies is through an adequate understand- 
ing of the national contexts that shape policy. 

The most significant characteristic of Canada’s institutional structure 
is the federal division of power (the impact of federalism on Canada’s 
industrial policies is discussed at lengthin Alan Tupper’s paper, no. 10 in 
this volume). Constitutionally, both levels of government have powers 
that allow them to respond to the problem of industrial decline. As we 
have noted in the first section, the policies toward declining industries in 
Quebec and Ontario (the provinces where the problem is most severe) 
(Jenkin, 1983, chap. 4) are directed toward preserving the uncompetitive 
industries through protectionist measures and ad hoc rescues of failing 
firms (Faucher et al., 1984). Whenever these provinces have established 
agencies to guide the provincial economy, such as Quebec’s Office de 
planification et développement du Québec or Ontario’s Board of Indus- 
trial Leadership and Development to foster industrial development, the 
focus has been on subsidies and support to encourage growth rather than 
on restructuring to manage decline. Despite the provincial organiza- 
tional structures created to deal with industrial policy, the results are no 
different from those at the federal level. There is no institution charged 
with and able to put together sectoral policies for restructuring declining 
industries. Although Ottawa and the provinces have cooperated in sav- 
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ing firms like Chrysler, Massey-Ferguson, and Cooperative Farm Imple- 
ments, there is no federal framework or guideline that might give direc- 
tion to the provinces in coping with their declining industries. Often, in 
these joint efforts, the provinces have carried out rescues to maintain 
employment; they have not seen them as vehicles for restructuring. For 
example, Ontario demanded that job guarantees be part of the condi- 
tions for the rescues of Chrysler, and Newfoundland’s dispute with 
Ottawa over the rescue of the fish-processing sector focussed, inter alia, 
on the province’s objection to the unemployment that would accompany 
restructuring. 

Current federal-provincial arrangements have not been an adequate 
way of helping to integrate regional concerns into a single policy for 
national economic adaptation and growth (Jenkin, 1983; Thorburn, 1984; 
Tupper, 1981). What is necessary, as Michael Jenkin has pointed out, is 
‘not a fusion of regional and industrial development policy but rather an 
institutional device which could more effectively tailor industrial policy 
to regional specifications without losing sight of the overall national 
strategy” (1983, p. 180). The machinery of government at the national 
level has not been able to do this. As Thorburn says, although the 
Departments of Industry, Trade and Commerce and of Regional Eco- 
nomic Expansion worked closely together, there was “‘always a problem 
with conflicting objectives between IT&C and DREE in that the former is 
concerned with the competitive position of Canadian industry and its 
long-term survival vis-a-vis international competition, whereas DREE Is 
concerned with creating jobs in depressed areas” (1984, p. 78). 

In addition to these departments which, as the agencies closest to the 
firms, are likely to be sympathetic to their requests, two other federal 
ministries are involved in industrial policy: the Department of Finance 
and the Ministry of State for Economic Development (MSED) (Aucoin 
and Bakvis, 1983). Both were potentially able to take a broader view of 
industrial development than either IT&C or DREE. However, as 
Richard French explains, the Department of Finance is unlikely to be 
the centre of a dirigiste industrial policy. The “ideological” bias of the 
department is non-interventionist and market-oriented; it is intellec- 
tually sceptical about state-led adjustment and about picking winners 
and losers. It favours reliance on the market rather than the state as the 
agent of change and, if necessary, opts for industry-neutral assistance as 
opposed to more sector-specific intervention (1980, pp. 109-17). 

The MSED was unlikely to fill the primary policy position for several 
reasons. First of all, its main task was integrative — to bring together 
existing policies and to get departments to cooperate in the development 
of economic policy. Its job was not to pick and choose to develop a 
coherent policy, but to work out a consensus (Aucoin and Bakvis, 1983) 
with the other departments of government. When MSED became 
MSERD (the Ministry of State for Economic and Regional Development) 
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in 1982, it officially took up the concern of regional as well as national 
economic development. 

Given their constituencies, intellectual traditions and organizational 
mandate, no one federal department or ministry is likely to be the prime 
actor in the development of state-led positive adjustment and restructur- 
ing. Each may have a basis for supporting incremental assistance from 
government to the private sector, but no agency is likely to bring forward 
a coherent strategy of adaptation that will encourage growth sectors, 
and yet help to move certain resources away from declining sectors. The 
direction of policy that is more likely to emerge follows Zysman’s 
description of “industrial preservationism,” in which subsidy or protec- 
tion is used to “mute market signals and relieve the need for change” 
(1983, p. 85). 

Decline and dislocation have arisen in Canada as they have in all other 
industrial nations. The absence of broad policy agreement and technical 
yardsticks that ensue from shared objectives means that rescue deci- 
sions are likely to be made according to more than economic criteria. 
This means that policy probably will be influenced by the arguments of 
the political interests in each individual case. 

Although the Canadian banking system is as highly concentrated as 
those in Europe (five banks account for 90 percent of total assets) the 
banks’ relationship to government and industry and their role in adjust- 
ment policy are more like the financial systems in the United States and 
Britain. Although they are highly regulated, Canadian banks are suffi- 
ciently independent that the government cannot control credit to guide 
investment, as happens in France. Nor are they deeply involved in 
companies so that they act as early warning systems to anticipate 
problems, as they do in Japan, or can formulate and monitor rescues, as 
is the case in West Germany. Given the nature of its links to government 
and industry, the Canadian banking system does not serve as an instru- 
ment for state-led adjustment (Zysman, 1983), and the banks do not act 
on their own to lessen the demand for state intervention. 

The relationship between the public and private sectors also differenti- 
ates Canada from France, West Germany and Japan. We have seen that a 
sharp distinction is made between the state and the private sector in 
Canada. Now the question is to what extent do the two consult and 
collaborate? The general assessment is that there is little discussion, 
planning and joint action between government and industry in Canada 
(Molot, 1977; Rotstein, 1972, p. 131; Jenkin, 1983). When government has 
sought to consult with the private sector, as occurred in the Tier I and 
Tier Il exercises in 1977 and 1978, the results were shopping lists and 
“wish lists,” rather than sector-based strategies of adjustment (Brown 
and Eastman, 1981). There is little demand from the business world for 
comprehensive industrial adjustment. Similarly, the labour unions do 
not emphasize industrial adjustment policies but rather have sought to 
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“socialize” the costs of adjustment: through job creation measures, aid 
to communities hard hit by factory closures, and extended unemploy- 
ment benefits. The point is not whether Canada is or should be more 
corporatist, but that neither management nor labour organizations are 
likely to be sufficiently broadly based to call for national or sectoral 
adjustment policies. The typical strategy has been to lobby for narrow 
forms of assistance and protection. 

In Canada, neither industry nor labour interests are organized in the 
encompassing, centralized and hierarchical manner associated with 
more corporatist policy making (Schmitter and Lembruch, 1979; for 
indicators of interest-group activity associated with corporatism, see 
Wilson, 1983). There are 216 unions in Canada, of which only 16 have 
over 50,000 members. Bargaining takes place at the level of the firm. The 
fragmentation of the union movement, as well as the ambivalence toward 
corporatism within the labour movement, creates an unlikely foundation 
for corporatism (McBride, 1983; Panitch, 1979). Producer groups are also 
fragmented. Here, the impact of federalism is apparent. Most groups are 
organized on a regional and a national basis, but differences in the views 
of the regional and national offices often limit the national body’s effec- 
tiveness in dealing with Ottawa (Molot, 1977). Another aspect of 
Canada’s political economy that lessens the likelihood of cohesive pro- 
ducer representation is the extent of foreign ownership and branch 
plants. As Molot points out, the interests of subsidiary companies may 
well be different from their Canadian counterparts (ibid., p. 14). 

In sum, Canada’s institutional structures, banking system and public— 
private sector relationship decrease the probability that a state-led adap- 
tive capacity will be developed. Organization at the federal level, the 
absence of adequate federal-provincial arrangements, and the autono- 
mous banking system make it less likely that restructuring policies will 
be supplied; the fragmented organization of private-sector interests 
makes it unlikely that such policies will be demanded. 

Comparing Britain and France, Diana Green spells out four pre- 
requisites for coherent, state-led adjustment (1981, p. 346): 


* a common, non-ideological view of the role of the state; 

¢ a determination to use public funds as efficiently as possible, i.e., in 
order to achieve clearly defined industrial aims; 

* government-industry relations based on some sort of common 
approach to industrial development, which presupposes a greater 
sensitivity on the part of government to industry’s needs, as well as 
greater awareness on the part of the business community of the 
“national interest”; and 

* coordination at the highest political levels. 


From the material reviewed here, it is apparent that Canada does not 
meet these conditions. There is no shared view of the role of the state. 
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Other objectives to do with regionalism and the federal division of power 
constrain efficiency; industry-government relations are not on an 
ongoing, consultative basis, and policy making is fragmented. 

The large number of “firm-specific” bailouts can also be traced in part 
to Canada’s political institutions. Federal-provincial arrangements have 
not helped to integrate regional concerns into a single policy for national 
economic adaptation and growth; the division of powers means that 
declining firms or sectors have at least two avenues for presenting their 
demands for assistance. Moreover, in light of regional and federal- 
provincial conflicts, firm-specific crises have been politicized, making it 
probable that non-economic objectives are part of the calculus of deci- 
sion making. Decisions to rescue are ad hoc and reactive: they are often 
a political response to firm failures that threaten jobs. There are no 
mechanisms in place at the federal level or in the realm of federal- 
provincial relations to sustain state-supported restructuring. 


Conclusions 


A survey of the policy patterns and major political determinants of 
policy in advanced industrialized nations begs more questions than it 
answers. Important exceptions to each nation’s major policy thrust had 
to be omitted here in order to focus on the dominant strategies. Besides, 
explaining the treatment of any single industrial sector or the rescue of a 
particular firm probably requires more attention to situation-specific 
factors than the broad attributes emphasized in this paper. 

In drawing on the experience of other nations, it is necessary to 
separate the effects of one stream of industrial policy from other ele- 
ments. When comparing policies, political scientists have tended to use 
aggregate figures of unemployment, productivity, and segment of the 
workforce in manufacturing as measures of success or failure. These 
indicators, however, are a result of many policy decisions, not just 
restructuring, tariff protection, and so on. It is difficult to isolate judg- 
ments about the management of decline from an overall evaluation of 
economic and industrial policy. However, aggregate measures of eco- 
nomic performance, as well as more impressionistic material, consis- 
tently reveal a similar ranking. Japan and West Germany are ahead of the 
other four countries, France is in the middle, followed by the United 
States, with Britain always at the bottom (Cox, 1982; Magaziner and 
Reich, 1982; Hager, 1982; Dyson and Wilks, 1983). Even with agreement 
on the ranking of national adaptability to changes in the international 
economy, we cannot infer that some policies or methods are superior. 
The effects of policy are confounded because strong economies like 
West Germany and Japan are better able to absorb redundancies created 
in restructuring than are weaker economies like Britain (Grant, 1983). 
So, one cannot assume that the same policy or instrument would be 
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equally successful in a different context. (See the essays in Dyson and 
Wilks (1983) for evaluations of the policy process.) 

A typical study of impact focusses on a single nation and its treatment 
of one or more sectors (Maunder, 1979; Dyson, 1982a). These sector 
analyses, across nations or within a single country, can be quite useful. 
But it is worth noting that a recent collection of sector studies in Europe 
and Japan concluded that, in fact, it was easier to generalize by country 
than by industry (Shepherd et al., 1983, p. 15). The sector approach is 
often more detailed and can facilitate better understanding of the inter- 
action between the political system and the economic and social context 
(Shepherd et al., 1983; Cohen and Gourevitch, 1982; Zysman and Tyson, 
1983). Furthermore, the sector approach permits observation of varia- 
tion within a single nation. For example, on the basis of aggregate 
economic measures and experiences in the steel and auto industries, 
Japan is justifiably considered to be adjusting to changing economic 
conditions quite effectively. However, in the fields of shipbuilding (since 
the mid-1970s) and aluminum smelting, MITI has not been able to guide 
each industry through restructuring. There is no agreement within these 
industries or with government; the industries want protection, and pol- 
iticians have responded to local demands for help (Magaziner and Hout, 
1981). Appreciation of these “deviant” cases helps in understanding the 
general pattern of policy making in Japan. 

Studies that emphasize the subsequent economic success or failure of 
the industry or the firm are certainly necessary for evaluating policy; but 
they may often ignore the trade-offs between economic growth and other 
values, such as regional development. Moreover, a single focus on 
effectiveness may be blind to the equity implications (for example, 
whether some groups in society are more likely than others to bear the 
burdens of adjustment). Some analyses of the two more successful 
nations (Japan and West Germany) have raised the equity issue. For 
example, it is argued that in Japan, women and older workers are less 
likely to have job security, and in West Germany that “concerted action”’ 
ignores the interests of less-skilled workers (Dyson, 1982a; Esser et al., 
1983). Similar matters have been explored with regard to which workers 
are likely to benefit from protection in the United States (J. David 
Richardson, 1982; for Canada, see Glenday et al., 1982). These questions 
of impact require careful consideration in Canada. First, Canadians wish 
to know what works! But, equally important, they need to understand 
the economic context of the success and also the social as well as the 
economic costs. 

In depicting the approaches employed by the six nations under review, 
it is clear that coping with economic decline is a complex problem. No 
nation that has achieved any success in managing decline has ignored the 
social effects of industrial contraction. Nor have they expected the 
affected workers and regions simply to bear the costs of adaptation 
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without recourse to political action. In France, West Germany and 
Japan, the more successful states to deal with decline, there is much 
evidence that state-led or encouraged restructuring has been accom- 
panied by assistance to hard-hit regions and redundant workers. If 
anything distinguishes Britain, Canada and the United States from the 
other three countries here, it is the way in which they respond to the 
social costs of economic change: Britain, Canada and the United States 
tend to shield workers and regions from change rather than support them 
through change. 

Awareness of the experience of other industrialized nations may bring 
out several misconceptions, which detract both from fruitful policy 
debate and from Canada’s ability to grapple effectively with the eco- 
nomic and social problems of decline. Myths have developed, which 
falsely limit the options open to Canadian decision makers and seriously 
constrict their ability to cope. Three such fallacies can be dealt with 
here. 

‘Canada is not Japan.” The argument here is a familiar one; it is a 
variant on the national character thesis. First, it acknowledges that each 
nation has a distinct economic, political and social system. Unfor- 
tunately, the next step is to attribute policy outcome (success or failure) 
to “Japaneseness,” a surrogate for the many factors that comprise the 
Japanese system. However, itis the many factors that must be abstracted 
to assess the determinants and the effectiveness of policy. Any com- 
parison will be fruitless if there is no effort to isolate the sub-systemic 
factors that explain policy. The implication that policy adaptation is 
impossible because nations are “different” is an unacceptable substitute 
for analysis. 

‘“‘Corporatism is alien to the free market.” The liberal corporatism 
described by Lembruch refers to a “special type of participation by large 
organized social groups, especially in economic policy making. . . . the 
distinguishing limit is the high degree of co-operation among these 
groups themselves in shaping public policy. . . . Liberal corporatism 
rests on the premise that there exists strong interdependence between 
the interests of conflicting social groups in a capitalist economy” (1979, 
pp. 52-55). Consultation and collaboration have been shown to be 
important elements in the successes of France, Japan and West 
Germany. Yet certainly the latter two and France under the neo-liberal 
Giscardists could hardly be considered “‘anti-market.” The expectation 
of negotiation and the sense of interdependence is what differentiates 
more corporatist modes from the pluralistic. Neither negotiation nor 
interdependence is antithetical to a market economy or a democratic 
state. More pluralistic modes of politics have led to situations in which 
all participants seek to insulate themselves from the costs of economic 
adjustment; the outcome may be the result of competing forces. 
Whereas more consultative modes yield no single big loser, the outcome 
may be more rationally determined by the various participants. 
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“Doing nothing is the only way to facilitate market trends.”” None of 
the nations surveyed here, no matter how committed they are to the 
market, have been able to ignore the political pressures raised by eco- 
nomic change. In some cases, this meant dealing with narrowly defined 
interests seeking direct protection; in other instances, the demands 
came from a broader collectivity, which was seeking to spread the 
burdens of displaced labour through compensation and retraining, or to 
internalize business losses through support for modernization and 
restructuring. We have seen that in those political systems that refuse or 
are unable to facilitate the mobility of labour and capital, the people or 
interests who will be adversely affected by competitive adjustment are 
most likely to try to shield themselves. Embracing the false dichotomy 
between letting the market work and protection has needlessly struc- 
tured the debate over industrial decline and has obscured the complex- 
ities of policy making. 


Notes 


This paper was completed in August 1984. 


1. It should be noted that, throughout this paper, “decline” is used in a general sense to 
refer to uncompetitive firms and sectors. It is not meant to convey the more specific, 
terminal quality of the Zysman (1983) definition. 

2. According to Grant, “selective intervention” refers to micro-economic measures that 
discriminate among firms and industries. The approach is based on voluntary coopera- 
tion between business and government (1982, p. 18). 

3. When the Labour party came to power in 1964, however, it did attempt to develop 
corporatist deliberative bodies under the aegis of the National Economic Development 
Council (NEDC) (Grant, 1982). 

4. Hills notes that where there has not been consensus, e.g., in shipbuilding, MITI’s 
influence has been quite limited (1983, p. 73). 

5. The textile industry and the fisheries are two important exceptions. 

6. The profound differences are well represented by the reports and studies of the two 
major federal advisory bodies: the Science Council and the Economic Council (see 


Jenkin, 1983). For examples of the differences in academic writing, see Watson (1983) 
and Thorburn (1984). 


7. Established in 1974, the CIASI was replaced by the Socialists with CIRI (Inter- 
ministerial Committee for Industrial Restructuring). Although CIRI is very similar to its 
predecessor, the Socialists have added six regional committees. 


8. This should not be taken to mean that the financial systems are the same in all three 
nations. The banking systems in France, West Germany, Japan, Britain and the United 
States, and their links with the state, are lucidly described in Zysman (1983). 
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6 


Ministerial Roles in Policy Making: 
Vote Seeker, Shaman, and Other 
Incarnations 


CONRAD WINN 


All political history shows that the standing of the Government and its ability to hold 
the confidence of the electorate at a General Election depend on the success of its 
economic policy. 

Harold Wilson! 


“He'll sit here” [Truman would say about Eisenhower], tapping his desk for emphasis, 
“and, he’ll say, Do this! Do that! And nothing will happen. Poor Ike — it won’t bea 
bit like the army. He’ll find it very frustrating. 

Harry S. Truman2 


I think Dick’s [Richard M. Nixon] going to be elected President but I think he’s going 
to be a one-term President. I think he’s really going to fight inflation, and that will kill 
him politically. 

Dwight D. Eisenhower? 


I was expected to accept the unanimous recommendation of the Department, though 
of course there was always the possibility that I might reject it. Seldom, if ever, was I 
given the luxury of multiple-choice options on matters of major import. 

Flora Macdonald4 


You thought that if you had power, you could do what you wanted. But that is a 
fundamental mistake. Not even I can do what I like — perhaps I can manage about a 
third of what I'd like to do. If I had not raised my hand in the Politburo when I did for 
military intervention — what could have happened? You would not be sitting here. 
And possibly not even I would be sitting here! 

Leonid Brezhnev> 


I was appointed Minister of Housing on Saturday, October 17, 1964. Now it is only the 
22nd but, oh dear, it seems a long, long time . . . already I realize the tremendous 
effort it requires not to be taken over by the Civil Service. My Minister’s room is like a 
padded cell, and in certain ways I am like a person who is suddenly certified lunatic 
and put safely into this great, vast room, cut off from real life and surrounded by male 
and female trained nurses and attendants. When I am in a good mood they occasion- 
ally allow an ordinary human being to come and visit me; but they make sure that I 
behave right. . . . Of course, they don’t behave quite like nurses because the Civil 
Service is profoundly deferential — “Yes, Minister! No, Minister! If you wish it, 
Minister!”” — and combined with this there is a constant preoccupation to ensure that 
the Minister does what is correct. 

Richard Crossman® 
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Introduction 


Those things which are the most important to know are often the most 
unknowable. It is vital to know the impact of the cabinet on the economy 
because the cabinet in Canada, as in other liberal democracies, is the 
most powerful economic authority sanctioned by popular will.’ Little, 
however, is known about the influence of the cabinet. Cabinet decision 
making is shrouded in secrecy. Observers know little in a systematic and 
verifiable way about the information and options that are conveyed to 
ministers, cabinets, and cabinet committees, or about the decisions that 
are conveyed back to the public service. 

This study will argue that the knowability of the cabinet policy-making 
process is also limited by the multiple and sometimes contradictory 
roles filled by ministers. Ministers are far more than vote seekers. 
Moreover, vote seeking for ministers is far more complex an art than 
delivering benefits to potential supporters and taking for granted those 
whose votes can be taken for granted. Given the complexity of minis- 
terial roles, it is even difficult to guess what ministers should do if they 
want to act in their own interest. 

Because of cabinet secrecy, our most systematic and reliable informa- 
tion consists of the actual expenditures and programs of governments. 
By comparing expenditures, programs, and the distribution of benefits 
under the governments of different parties and under the same govern- 
ment but at different times, it is possible to make inferences about the 
motivations of ruling politicians. The major part of this study reviews the 
quantitative literature in political science on the outputs of governments 
to see what can be learned or inferred about the significance of cabinets 
for economic policy. 

Politically minded people who live and work outside academe are 
more likely to have decided views about the influence of politicians on 
the state of the economy than those who live and work within its 
cloisters. Outside academe, both the liberal democratic left and the 
liberal democratic right believe that politicians make a difference. The 
non-Marxist left holds that liberal, social democratic, and socialist 
politicians protect, in varying degrees, the working and middle classes 
from exploitation by the rich and powerful. The parliamentary-minded 
right holds that left-wing politicians, or politicians in general, are responsi- 
ble for the expansion of the public sector and for losses in efficiency and 
freedom which the right attribute to the growth of government. 

Within academe, political scientists have conducted by far the most 
research on the behaviour of politicians and of the electorate. They have 
conducted studies of individual politicians and events, and they have 
studied the impact on policy of anticipated elections, of the election of 
new governing parties, and of the ascension of new leaders. Frustrated 
by cabinet secrecy, however, and awed by the complexity of politicians’ 
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motives, political scientists have shied away from writing in a theoretical 
or “cause-and-effect” way about the influence of politicians. Econo- 
mists have been more forthright than political scientists in assessing the 
policy impacts of politicians, perhaps because they are accustomed to 
the simplicity required by mathematical analysis. A popular view among 
professional economists in North America appears to be that politicians 
are the main source of inefficiency in the economy. The ignorance or 
self-interest of politicians is thought to explain why governments regu- 
late more vigorously and more widely than they need to in order to 
achieve their objectives and why the regulatory world is needlessly 
complex. 

Trebilcock et al. express one version of this viewpoint of economists in 
The Choice of Governing Instruments.® According to the Trebilcock 
theory of political life, ruling politicians are concerned primarily with 
reelection and therefore with winning the allegiance of marginally affili- 
ated voters, to whom extra material benefits are channelled. Where 
possible, politicians underrepresent the costs of policy by resorting to 
obscure resource-generating instruments such as the manufacturing tax 
(“fiscal illusion”), and they exaggerate the benefits of policy by selecting 
high-profile command-and-control instruments (“output illusion’’). The 
successful politician is good at reallocating benefits from infra-marginal 
voters (i.e., committed partisans), to marginal voters and effective at 
disguising what is being done. Moreover, politicians are apt to ignore 
considerations of the general welfare that would weaken their reelection 
efforts. 

The Trebilcock theory is a good one, within limits. It helps to explain 
the presence of fiscal illusion? and the importance of output illusion, 
namely, why governments resort to regulatory instruments of a com- 
mand-and-control type when other less salient market interventions 
might be more effective. However, the theory presents an incomplete 
picture of what ruling politicians do and a false picture of how ruling 
politicians get reelected. Reelection is far more complex a matter than 
one of transfers to marginal voters; indeed, such transfers can backfire. 
The quest for reelection is itself a multivariate phenomenon; what is 
good for a minister’s personal reelection may not be good for the party’s. 
Much of what ministers and cabinets do to win reelection takes place 
outside policy making, and the resources of government that enhance 
reelection prospects are a small fraction of government resources as a 
whole. In any case, many of the policy impacts of ministers are not felt 
by voters and may even be unknown to specialized interest groups. 

In the following section, the functions of a minister are broken down 
into nine roles. The next section reviews the literature on the political 
business cycle, which concerns the supply by governments and the 
demand by electorates for desired economic outcomes. This literature 
sheds some light on the extent to which politicians are concerned with 
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reelection. The policy determinants literature, which consists largely of 
quantitative studies of the hypothesized political and economic sources 
of government expenditures, is then discussed. This literature sheds 
light on the extent to which cabinets are influenced by ideological and 
other nonelectoral considerations. Next is a review of the ministerial 
cycle literature, which explores the impact of leadership succession and 
ministerial tenure on the content of policy. This literature sheds light on 
the influence upon policy of the legitimation needs of rulers. Then the 
limits of quantitative data in explaining the motivations of politicians are 
discussed. The final section reviews in a cursory fashion some of the 
literature in the field of psychobiography. The purpose of this section is 
to remind readers that leaders have a capacity to influence the course of 
events for a variety of idiosyncratic motivational reasons that may be 
unrelated to electoral self-interest, ideology, or other structural factors. 


The Nine Roles of Ministers 


Nine roles and nineteen subroles of cabinet ministers, as delineated by 
the author, are listed in Table 6-1. Each role corresponds to a set of 
activities and objectives, and the various roles and subroles overlap to 
some degree. As vote seekers, the ruling politicians strive to secure 
personal reelection, the party’s success in the large or small regions for 
which they are responsible, and the party’s national success as a result of 
their efforts as spokespersons on a given topic. The politician also helps 
the party nationally in the subrole of party leader or subaltern. As MPs, 
regional lieutenants, and cabinet ministers, politicians strive for support 
among marginal voters. As a leader of the party, however, his or her 
foremost concern is the well-being and enthusiasm of party loyalists. 
Party activists can become alienated from their party as a result of efforts 
to appeal to marginal voters; they may prefer party purity to victory. 
Cabinet ministers with leadership ambitions have strong incentives to 
serve the needs of loyalists rather than marginals. 

Ministers in the role of reformer may seek reform along the left/right 
spectrum, along the universalist/particularist spectrum, and/or in idio- 
syncratic ways. As ideologues on the left/right spectrum, politicians 
may choose between equality and inequality, or between big government 
and small government. As ideologues on the universalist/particularist 
spectrum, they may choose between the interests and traditions of the 
dominant ethnocultural group on the one hand and ethnic equality on the 
other. 

Some ministers are communalists, representing the collective inter- 
ests of a province, region, or ethnocultural group. Most politicians are at 
least part-time shamans, using their skills as entertainers and thespians 
to uplift spirits and banish foreboding thoughts. 
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Ministers are governors, mediators, and patriots. As governors, they 
are their departments’ normal authorities on policy, and they are respon- 
sible for the conduct of personnel insofar as that conduct affects depart- 
mental morale. As mediators, ministers can help achieve reconciliation 
between the bureaucracy and individual citizens or interest groups. As 
patriots, they strive to reintegrate disaffected or alienated regions or 
subgroups and to maximize the national interest vis-a-vis foreign gov- 
ernments and foreign corporations. As delegates, ministers may see 
themselves as representatives of ordinary people and as good citizens. 
As private persons, ministers must maintain job options in the event of 
personal defeat. If a minister loses but the party wins, a patronage 
appointment remains possible, but a career in the private sector is the 
most likely means of making a living. 

The formal separation of vote-seeking from non-vote-seeking roles is a 
heuristic device, designed to distinguish between the materially partisan 
and the other roles of the minister. The distinction can be criticized on 
the grounds that all the roles of ministers affect their and their party’s 
ability to be reelected. This point has some validity; indeed, some clever 
ministers are constantly on the lookout for the electoral implications of 
everything they do. However, the primacy of electoral considerations 
must not be exaggerated. Many of the non-vote-seeking roles rarely, if 
ever, affect the electoral prospects of a minister or his party. For exam- 
ple, ministers’ performance as departmental policy makers and person- 
nel managers rarely affects their or their party’s fortunes. Professional 
political scientists, not to mention the public, rarely have any useful 
information about the administrative performance of individual ministers. 

Ministers have considerable freedom to ignore electoral considera- 
tions in what have been termed their nonelectoral roles. It is often 
impossible for them to foresee how the public will actually react to their 
behaviour in such roles. Identical acts by a minister may elicit different 
public evaluations depending on the climate of opinion at the time, the 
identity of the minister, the way in which the minister has portrayed his 
act, and the way in which the act has been reported. Few ministerial acts 
will in any case provoke as much pleasure or displeasure as the publicly 
known aspects of a minister’s private life. Errors of policy making or 
departmental administration are apt to harm a politician less than a 
known history of psychiatric treatment, crime, or sexual abnormality. 
Above all, ministers retain considerable freedom to ignore electoral 
considerations in their nonelectoral roles because they can exercise an 
enormous influence over what is or is not reported in the media. It is now 
commonly accepted in the scholarly study of mass communications that 
most news is subsidized, that is, made possible by speeches, press 
conferences, briefings, leaks, or releases rather than through the 
exclusively self-financed efforts of investigative journalists. 

For each of the ministerial roles and subroles listed, Table 6-1 indicates 
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whether special benefits to marginal voters are necessarily required. The 
electoral self-interest theory of Trebilcock and other economists 
requires marginal voters to receive benefits whose costs are absorbed by 
all voters or by infra-marginal voters alone. The table also indicates 
whether each role or subrole entails policy outcomes and/or symbolic 
outcomes. Policy outcomes refer to government expenditures, govern- 
ment regulations, or other government actions. Symbolic outcomes are 
defined as changes in public perceptions of well-being which result from 
the ability of ministers to persuade or manipulate the public using their 
personal ministerial staffs but not departmental resources, transfer pay- 
ments, or other interventions involving the public service. 

Conforming to the Trebilcock theory, the table indicates that the vote- 
seeker subroles of MP, regional lieutenant, and cabinet member lead to 
special benefits for marginal voters. However, the vote seeking subrole 
of party leader and the patriot subrole of nation builder lead to reduced 
benefits for these voters. As party leaders, ministers must be concerned 
primarily with the morale of their own partisans. As nation builders, 
they may have to bestow special benefits on partisans of the opposition 
party since a disaffected region is frequently one dominated by opposi- 
tion voters. On balance, only three of the subroles filled by ministers lead 
to benefits for marginal voters while two subroles actually function in the 
opposite direction. Taken as a whole, then, the various roles of ministers 
do not lead inexorably to government expenditure for the benefit of 
marginal voters. 

Much theorizing about the policy impact of ministers assumes that 
ministers must resort to the policy process to achieve reelection and that 
ministers cannot get reelected by symbolic means. However, by virtue of 
their prestige and prominence, ministers have greater access than have 
Opposition MPs to the mass media, to campaign money, to valued 
speaking opportunities, and to other, nongovernmental ways of influenc- 
ing public attitudes. As Harry Truman observed, the power of the 
executive is above all the power to persuade. To secure reelection, it may 
be helpful for ministers to direct government largesse to their constitu- 
encies in one form or another, but it is not necessary. Because of greater 
prestige, greater media exposure, greater usefulness as a mediator to 
interest groups located in the constituency, greater rhetorical, histrionic 
and other skills, and weaker opposing candidates as a result of the 
preceding advantages, ministers require less largesse for their reelection 
bids than do ordinary backbenchers in their party. 

Ruling parties likewise lack a pressing need to transfer benefits to 
marginal voters as a means of securing reelection. Incumbent parties 
begin with a head start in voter support for a number of reasons. As 
rulers, ministers have greater salience in the minds of voters than those 
who sit in the Opposition front benches. As long as their electoral 
prospects are reasonably good, incumbent parties have an easier task 
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recruiting strong candidates. Ruling parties are normally well funded 
and, as governors, ministers have much more media exposure than 
Opposition leaders. In our parliamentary system, ruling parties retain 
the initiative of calling elections when their popularity is high and when 
the best pretext is available. Governments can use their control over the 
legislative agenda to select the best occasions to expose discord within 
the Opposition or to otherwise embarrass it. 

The Trebilcock theory — that ministers need to hide from all or parts 
of the electorate their electorally motivated allocations — is correct. 
Nevertheless, the theory exaggerates the importance of electorally moti- 
vated allocations, and ignores the pressures to reward partisans at the 
expense of marginals. Electorally conceived allocations are a dangerous 
way of seeking public support and can backfire if perceived as evidence 
of self-interest, corruption, or desperation on the part of the govern- 
ment. Electoral self-interest in policy making is similar to electoral 
corruption; it works, but only ona small scale, as illustrated in the case 
that gave us the word gerrymandering. In the early 1800s, Massachusetts 
Governor Gerry, from whom the concept derived, was a successful 
incumbent until his electoral malfeasance reached the extreme of 
redrawing the boundaries of so many constituencies in so many ways 
that one constituency acquired the shape of a salamander; hence, 
‘““serrymander.” Transgressing the bounds of what was culturally accept- 
able, Governor Gerry was repudiated even by “loyal” partisans. 

In their many roles other than as vote seekers, ministers may require 
policy outcomes that do not conform with the economists’ portrait of 
politicians as appealing primarily to marginal voters. It must be 
acknowledged that ministers do want to avoid situations that place them 
at the centre of controversy and which therefore alienate marginal 
voters. Some ministers delegate most of their departmental respon- 
sibilities to their deputies with the explicit proviso that the deputies 
answer personally for any departmental actions that embarrass the 
ministers or the party.!° Some may avoid potentially frustrating port- 
folios, such as the Status of Women, that entail energetic pressure 
groups and divided public preferences.!! Ministers, however, are not 
preoccupied with maximizing transfers to marginal voters, since elec- 
tions are not held yearly. Preoccupation with allocating benefits to 
marginal voters is time-consuming when ministers have little time; it is 
wasteful when ministers need to distribute largesse within their own 
party; and it is electorally dangerous for reasons already discussed. 

It is ironic that the economists’ portrait of electorally motivated 
benefits should emerge in recent years because such allocations are less 
important to electoral success than they have been in the past. Patronage 
and other benefits to loyalist and marginal voters have become less 
effective and reliable means of reelection as a result of increases in the 
incomes, education, and professionalization of Canadians. In the age of 
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television, theatrical skills have replaced money and organization as the 
basis of political success. Television has penetrated society with such 
intensity and has personalized political contests to such a degree that 
leadership selection, leadership style, and media manipulation have 
become the most important ingredients in electoral success. Party 
money is always important, but money is used today to elicit information 
about voters’ perceptions, to develop effective media messages, to 
transmit these messages, and thereby to persuade. In Canada, money, 
liquor, and jobs are used less and less to “buy” votes. 

Trebilcock and other economists are right to hold politicians responsi- 
ble for fiscal and output illusions, but they commit a grievous error in 
attributing fiscal and output illusions to the vote-seeking roles of politi- 
cians only. Fiscal and/or output illusions are required by all the roles and 
subroles of ministers. For example, a left-wing ideologue needs to play 
down the fiscal costs of the welfare state in order to win greater 
acceptance for his policy changes. The right-wing reformer needs to play 
down the dislocation and other costs of privatization in order to secure 
greater acceptance for his changes. The communalist needs to exagger- 
ate his interlocutive powers to his ethnic or regional community while 
understating them to outsiders. The shaman needs to play down the 
costs of everything and play up the benefits of everything. The nation- 
building patriot needs to persuade the disaffected of the value of special 
benefits targetted for their needs without encouraging those who are 
otherwise content to feel that it is profitable to become disaffected. The 
nation-maximizing patriot needs to galvanize public opinion as an instru- 
ment of international bargaining without arousing public spirit to the 
point where compromise is no longer possible. All or almost all the roles 
and subroles of ministers entail the orchestration of illusions in order to 
contribute to the public weal. 

In the absence of illusion, the vote seeker would be defeated. The 
ideological reformer would provoke class warfare. The communalist 
would undermine his community. The shaman would see his society 
become dispirited. The governor’s department would be demoralized. 
The nation-building patriot would witness regional alienation. Without 
the ability to create illusions the nation-maximizing patriot would risk 
negotiating from weakness or embittering inter-country relations. Politi- 
cians know that illusions are important for all their roles. By observing 
which political leaders are remembered in history and which are forgot- 
ten, politicians learn that they will be esteemed less for the policies they 
choose than for how noble and patriotic these policies are made to 
appear. Noble thoughts and patriotic sentiments are certainly illusions, 
capable of both beneficial and destructive uses. 

In the role of private person, a ruling politician must give thought to 
career alternatives in the event of defeat or declining interest in political 
life. The prospect of financial gain cannot be a significant motivation for 
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most politicians because of insecurity of tenure and because of declining 
opportunities for personal corruption or capital accumulation. Since a 
common fall-back occupation for a defeated minister is a partisan 
appointment, a minister who is concerned about his occupational future 
is likely to emphasize loyalty to his leader and party. A history of party 
loyalty also makes a personally defeated minister more useful to a firm 
anticipating the need for assistance from cabinet. However, firms that 
could benefit from the partisan ties of a defeated minister are more likely 
to be small than large. Because they are so important to the Canadian 
economy, large firms do not require ex-ministers in order to gain access 
to cabinet or the higher bureaucracy. In any case, they often have 
sufficient intelligence on government policy making as a result of their 
own public and corporate affairs staffs and as a result of keeping one or 
more law firms and lobbying firms on their payrolls. Hence, ministers do 
not have strong incentives to make major economic policy decisions 
with the view to enhancing future job prospects. 

Of all the roles and subroles of the minister, the most important may be 
that of shaman. The shaman’s job is to ward off evil spirits, to make 
people happy. The political shaman does so by conveying the illusion of, 
and therefore contributing to, the reality of a united, contented people. 
The shaman’s methodology is not econometric analysis, but magic. 
Magic is of course the term of the outsider. Like a placebo which relieves 
pain in some cultures, magic is a method of changing a group’s self- 
image, a method that only cultural outsiders perceive as irrational. 

In their past roles as shamans, federal ministers have transformed the 
historical fact of the British conquest of New France into the myth of 
“two founding nations.’’ As shamans, ministers transformed “‘O 
Canada” from a symbol of sectional alienation into a ritual of national 
solidarity. Outsiders might say that the effect of ““O Canada” was mag- 
ical because it exceeded any rational expectation. The hymn was orig- 
inally commissioned as a French Canadian nationalist song by the proto- 
separatist Saint-Jean-Baptiste Society when the society was established 
in the early 19th century. In fact, the composer, Calixa Lavallée, was so 
anti-English that he emigrated to the United States; he fought in the Civil 
War, wrote patriotic American music, and established the American 
Music Teachers Federation, which he represented abroad as its presi- 
dent. Lavallée died in French Canada’s American diaspora, but he was 
able to compose “O Canada” on one of his extended return stays in 
Quebec. 

As shamans and in their other non-vote-seeking roles, ministers are 
acutely aware of the importance of national moods and collective feel- 
ings, in which they see themselves as relatively skilled. They know that 
steady increases in income, health, education, employment, and other 
attributes of a stable, growing economy contribute to a sense of well- 
being, and make it easier to fulfil their multiple roles. Ministers realize 
that they are not experts in producing economic miracles. They know 
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that they are skilled, and are expected to be skilled, in producing 
attitudinal miracles out of whatever economic conditions happen to 
befall the country. 

The economists’ portrait of the vote-seeking minister as responsible 
for fiscal and output illusions is flawed. The nonelectoral roles of the 
minister demand illusion even more than the electoral ones. Indeed, the 
electoral needs of ministers act as a brake on the ministerial desire to 
create illusions; some such behaviour helps reelection, but too much 
may risk defeat. Voters have been known to punish politicians for failing 
to live up to illusions or for creating unfulfilled expectations. In the final 
analysis, the argument that vote seeking explains fiscal and output 
illusions cannot be reconciled with the fact that citizens in countries with 
elections are better informed and therefore suffer from fewer illusions 
than the inhabitants of countries without elections. 

The study began by noting that cabinet secrecy renders impossible the 
direct observation of ministers in their economic policy-making roles. 
Without reliable information about cabinet decision making, academics 
are obliged to fall back on information about government policies under 
different rulers and different electoral conditions. This type of informa- 
tion is discussed in the following section. 


The Political Business Cycle Literature 


The opening quotation for this study was taken from British Prime 
Minister Harold Wilson: “All political history shows that the standing of 
the Government and its ability to hold the confidence of the electorate at 
a General Election depend on the success of its economic policy.” 

This is the core idea of a large and rapidly expanding scholarly 
literature whose main theme has been entitled the political business 
cycle or, more simply, “the business cycle.” Many of the authors are 
economists, and virtually all the writing is statistical, employing varia- 
tions of common multiple regression techniques and sometimes employ- 
ing less common methods such as Poisson probability techniques or 
simultaneous equations. Most of this literature examines macro- 
economic conditions, but the focus of the business cycle literature on 
macroeconomic considerations such as inflation or employment is a 
tradition or convention, not a logical requirement. Another main theme 
in the literature is “policy determinants,” which deals with government 
expenditures and programs. The leading academic who fails to abide by 
the conventional distinction between business cycle and policy determi- 
nants is Edward Tufte. In The Political Control of the Economy Tufte 
focusses on the business cycle largely from a macroeconomic perspec- 
tive! but also looks at social security payments and other expenditures 
as auxiliary means available to incumbents for augmenting their elec- 
toral support. 

The political business cycle has two complementary components — 
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the demand for desired economic outcomes and the government’s sup- 
ply of these outcomes. If the evidence shows that voting behaviour is 
unaffected by economic performance and that voters do not punish 
incumbents for economic failure, cabinets would presumably face little 
pressure to achieve economic growth and little external incentive to 
foster it. If, on the other hand, electoral behaviour is influenced greatly 
by economic conditions, evidence to this effect would corroborate the 
often expressed views of politicians that their management of the econ- 
omy greatly affects their chances of reelection. 


Electoral Behaviour 


The literature on the election side of the business cycle is huge and 
convincing, consisting of many dozens of articles and books on electoral 
behaviour at national and subnational levels in different time periods in 
the United States, the United Kingdom, New Zealand, Canada, West 
Germany and other liberal democracies. The literature contains studies 
which examine the impact of macroeconomic performance as measured 
by central agencies, as reported in the media, as perceived by voters, 
and as experienced in the personal economic lives of voters. The data 
sets used are varied: they may consist of aggregate election returns 
combined with official macroeconomic records, or they may combine 
periodic polling data with official macroeconomic measures. Sometimes 
they consist entirely of survey data based on national interview samples. 
In one instance, the economic variables reflecting economic conditions 
were based on the content analysis of economic reports in a national 
daily newspaper. Time series, national cross-sectional, and cross- 
national designs have been used. The varied data sets and modes of 
analysis used in the voluminous studies of electoral impact lend con- 
fidence to the conclusions reached by the researchers. 

While voters do indeed punish incumbents for poor macroeconomic 
performance and reward them for good performance, the influence of 
macroeconomic performance varies from time to time and place to 
place. Furthermore, not all measures of performance are equally influen- 
tial. Voters tend to punish or reward governments for events which they 
value highly and which they feel justified in attributing to government 
action or inaction. For example, U.S. voters are more likely to vote in 
response to their own or their family’s economic situation. The following 
paragraphs review some of the more important and recent studies of 
electoral response to economic performance. 

An important recent work is Kiewiet’s Macroeconomics and Micro- 
politics.'> From a quantitative study of voting in U.S. presidential elec- 
tions, he concludes that support for incumbents is predicted by national 
economic conditions, particularly as perceived. He also concludes that 
perceived national economic growth is a better predictor than unemploy- 
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ment, which is an inconsistent predictor, and a much better one than 
personal economic conditions. Kiewiet corroborates the conventional 
wisdom about the policy motivations of voters, namely the fact that 
voters who say they are concerned about unemployment tend to vote 
Democrat and those concerned about inflation tend to vote Republican. 

Precisely why voters are more affected by perceived economic condi- 
tions than by their own particular situations has puzzled researchers. 
Kiewiet suggests that many Americans have been socialized to an 
ideological interpretation by which they hold themselves responsible for 
their economic fortunes. Studies by Weatherford and by Jacobson and 
Kernell suggest an alternative explanation based on an intervening 
variable. '* They suggest that strong candidates and political money are 
less available to incumbents when the economy is in decline. 


Contemporary Political Economy, edited by Hibbs and Fassbender, is 
considered to be an excellent collection of quantitative studies of the 
electoral connection.!° The chapter by Bruno Frey and Friedrich 
Schneider examines the electoral impact of macroeconomic change in 
the United States and West Germany and concludes that increased real 
income affects executive popularity much less than inflation does. A 
chapter by Samuel Kernell and Douglas Hibbs on the popularity of U.S. 
presidents corroborates the main outlines of the Frey-Schneider con- 
clusion and indicates that inflation is a major predictor of presidential 
popularity, indeed a much stronger predictor than is unemployment. In 
another chapter, Paul Pertez contrasts the effects of macroeconomic 
changes on the popularity of different ruling parties in West Germany. !© 
He concludes that either ruling party gains popularity as a result of 
reductions in unemployment, but that the Social Democrats gain more 
when they are in power than the Christian Democrats do when they form 
the government. He attributes the difference to voter perceptions of the 
SDP’s traditional left-wing commitment to low unemployment. In a 
chapter on “the Impact of Economic Variables on Political Behaviour in 
France,” Jean-Dominique Lafay concludes that prime ministerial popu- 
larity is affected by real wage rates, inflation, and unemployment. 
Unemployment affects prime ministerial popularity when it is lagged one 
year, which suggests the length of time French voters require to assimi- 
late and act on this particular item of information. 

In their book Political Aspects of the Economy, Borooah and van der 
Ploeg report the results of an intensive statistical analysis of voting and 
economic change in the United Kingdom.!” Like the contributors to the 
above-mentioned anthology, Borooah and van der Ploeg find that the 
voters whose behaviour they have examined are greatly influenced by 
macroeconomic changes. In an interesting sidelight, they also report 
that voters living in constituencies experiencing higher than normal 
unemployment are especially influenced by macroeconomic changes. 


Winn 231 


Public Policy and Public Choice, edited by Rae and Eismeier, is another 
anthology containing important articles on the electoral component of 
the political business cycle.'® In a chapter entitled “Economic and 
Fiscal Effects on the Popular Vote for the Presidency,’ William 
Niskanen presents the results of a regression analysis of macroeconomic 
indicators. His data analysis shows that a 10 percent per capita net 
increase of national product between presidential election years is asso- 
ciated with a 6.5 percent increase in votes for the incumbent. Unemploy- 
ment rates have no effect but, interestingly enough, increases in real per 
capita public spending are associated with a modest decline in popu- 
larity, while tax increases are associated with a more substantial decline 
in popularity. The greater impact of increased taxes when compared with 
increased government spending lends empirical credence to the concept 
of fiscal illusion discussed earlier. In a chapter in the same volume, 
“Budgets and Ballots: The Political Consequences of Fiscal Choice,” 
Eismeier reports the results of his statistical analysis of the impact of tax 
increases on the fortunes of U.S. state gubernatorial parties seeking 
reelection. Among ruling parties that had enacted increased taxes or had 
proposed to do so, as many as 45.1 percent were subsequently defeated. 
Among outgoing parties that had held the line on taxes, only 27.5 
percent failed to win another term in office. 

In a recent article in Comparative Political Studies, Robertson reports 
the results of a Poisson method of predicting the collapse of governments 
in eight European democracies over the period 1958-—79.!9 As any 
adherent of the business cycle school of thought would anticipate, 
Robertson finds that the probability of cabinet collapse is greatly influ- 
enced by the presence of rising inflation or unemployment. Macro- 
economic changes do make a difference, and cabinets reap the rewards 
or pay the price. 

Still another anthology devoted to the electoral impact of macro- 
economic variables is Political Process and Economic Change, edited by 
Monroe.° In a chapter on “Politics and Economics in Everyday Life,” 
Donald R. Kinder and Walter R. Mebane, Jr. show that the average U.S. 
voter assesses incumbent presidential candidacies primarily according 
to how he or she perceives national economic conditions. Those few 
Americans who hold government responsible for their personal eco- 
nomic fortunes are especially likely to vote accordingly. In a chapter on 
“The Political Dimensions of Wage Dynamics,” Martin Paldam, a major 
researcher in the field, concludes that 20-40 percent of the vote for 
incumbents in national elections is explained by economic change. 
Governments are indeed held responsible for unemployment, inflation, 
and real growth rates by voters, who have a one-year time horizon. The 
impact of economic change is relatively simple to measure and predict in 
two-party systems, but considerably more complicated in multi-party 
systems. In a chapter on “Economic Expectations, Economic Uncer- 
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tainty, and Presidential Popularity,” Kristen R. Monroe and 
Maurice O. Leviadd a further dimension to electoral behaviour, the role 
of uncertainty about economic conditions. Public uncertainty about 
future rates of inflation is likely to diminish presidential popularity. 

In a January 1984 article in Comparative Political Studies, Urspring 
confirms the thrust of the business cycle theory in an empirical study of 
voter preferences among New Zealanders. He also adds a few innova- 
tions; for example, he tests for the impact on attitudes to incumbents of 
the ratio of current account balance to gross domestic product (GDP). In 
his aggregate data analysis, he analyzes the impact of anticipated growth 
rate using real future growth rates as a proxy for survey data containing 
voters’ reported growth predictions, finding that future growth rates do 
predict present party preferences in the aggregate. One of Urspring’s 
concluding paragraphs deserves citation: 


The empirical results presented in this article show unambiguously that the 
inflation rate, the unemployment rate, and most probably the state of the 
balance on current account exerted a significant influence during the period 
1970-1981. The basic hypothesis has passed its empirical test with a high 
degree of success, thus establishing this important politico-economic rela- 
tionship for one more country.?! 


In a paper presented at the 1983 annual meeting of the Canadian Political 
Science Association, Richard Johnston reported the results of time 
series survey analysis, which shows that Canadian voters, too, are 
influenced by macroeconomic conditions.?? Like voters in other coun- 
tries, Canadians tend to punish the incumbents for poor performance 
but, like West German voters and seemingly unlike U.S voters, Cana- 
dians make policy distinctions among their political parties. The Cana- 
dian voters are apparently unlike U.S. voters in that their choices are 
strongly influenced by personal economic fortunes; in Johnston’s lan- 
guage, they are “egocentric.”’ Like German voters, Canadians act as if 
they perceive substantive policy differences among the parties. In 1980, 
the outgoing Conservatives lost disproportionate numbers of supporters 
to the Liberals among previous supporters who were unemployed or 
dissatisfied with their material conditions. The opposite, however, did 
not happen to the outgoing Liberals in 1979; voters did not seem to blame 
the Liberals as much for personal economic misfortune as they did the 
Conservatives. 

Perhaps the biggest single gap in the study of the impact of economic 
change on electoral behaviour is accounting for voter information. Of 
the dozens of business cycle studies, less than half a dozen have men- 
tioned how information may be acquired. The U.K. study by Borooah 
and van der Ploeg observed that voters in high unemployment constitu- 
encies are especially affected by macroeconomic change, a fact that 
suggests a role for personal observation and familiarity. 
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One study focusses specifically on media reporting. In an article in the 
January 1984 issue of the British Journal of Political Science, Mosley 
reports the results of a regression analysis of economic events as 
reported in the press on attitudes to the ruling party. Mosley concludes 
that a regression in which values of unemployment and inflation reported 
by the Daily Mirror are used as independent variables explains a greater 
part of the variance in government popularity than a regression in which 
the values of unemployment and inflation reported by the Central Statis- 
tical office are used as explanatory variables.” ?* Apparently, economics 
reporting has a greater impact on electoral behaviour than have the 
economic events themselves; Mosley’s study confirms the truism that 
events acquire meaning as aresult of how they are interpreted. The study 
also shows that it is as important for vote-seeking politicians to learn 
how to influence the media as it is for them to learn how to influence the 
economy. This point is overlooked in the policy-making theories of 
Trebilcock and other economists, but was argued at the beginning of this 
study. 

The preceding pages have reviewed a small portion of the empirical 
literature on the electorate’s responses to macroeconomic change.?* The 
common conclusion almost invariably is that national and/or personal 
economic fortunes influence voters in their assessments of incumbents 
qua incumbents or in their assessments of parties qua bearers of eco- 
nomic ideologies. The common politicians’ view that the state of the 
economy makes a difference is robustly upheld. Given this condition and 
given the importance of the desire for election, politicians have palpable 
incentives to manage the economy and government expenditures so as 
to reflect well on them. Ruling politicians have electoral incentives to 
manipulate economic events and especially how these events are 
reported in the media. 


Policy Behaviour 


Two types of scholarly literature help answer the question of how cabi- 
nets affect policy: the portion of the business cycle literature that treats 
macroeconomic indicators as a dependent rather than an independent 
variable, and the policy determinants literature, which seeks to explain 
programs and expenditures. This distinction is not entirely clear-cut 
because the major work on the business cycle as a dependent variable, 
Tufte’s Political Control of the Economy, straddles the two fields. The 
book explores three issues that are often thought to be distinct: 
(a) governments’ timing of economic benefits for the purpose of reelec- 
tion, (b) the adoption of economic policies that are consistent with the 
ruling party’s ideological world view and that may also assist its reelec- 
tion efforts, and (c) the relative impact of industrial structure, openness 
of the economy, parties and ideology, and other determinants of public 
policy. 


234 Winn 


Tufte explains that the hypothesis of a political business cycle is an old 
one, part of the “folklore of capitalist democracies.’ The purpose of the 
book is to provide empirical evidence that governments organize eco- 
nomic policy for their self-interest. In his words: 


It is hardly a novel hypothesis that an incumbent administration, while 
operating with political and economic constraints and limited by the usual 
uncertainties in successfully implementing economic policy, may manipu- 
late the short-run course of the national economy in order to improve its 
party’s standing in upcoming elections and to repay past political debts. In 
particular, incumbents may seek to determine the location and the timing of 
economic benefits in promoting the fortunes of their party and friends. 
(pp. 3-4) 


Following the publication of Tufte’s book in 1978, a business cycle 
literature emerged that treated macroeconomic change as a dependent 
variable. 

Not all contributors to the business cycle literature agree that govern- 
ments manipulate economic cycles for partisan advantage. In Political 
Economics, a serious book on the subject published in 1983, Alt and 
Chrystal express doubt that an electorally motivated business cycle 
exists: 


No one could read the political business cycle literature without being 
struck by the lack of supporting evidence. There must be some cases where 
politicians have undertaken electorally motivated interventions. It is diffi- 
cult to imagine politicians not exploiting some extra information or other 
resources. But while this clearly happens, and happens particularly clearly 
in some cases, such cycles may be trivial in comparison with other eco- 
nomic fluctuations.?5 


My reading of the business cycle debate leads to the conclusion that 
much of it rests on different conceptions of the very nature of the debate. 
Both critics and advocates of election cycle theory are willing to exam- 
ine many of the same indicators of the economic condition: unemploy- 
ment, inflation, real income, government expenditures, transfer pay- 
ments, and so forth. They differ, however, on how they define the issue. 
In the narrow view of the critics, any given economic indicator must vary 
consistently according to the electoral timetable in each of a cross- 
section of nations. For the business cycle theory to be valid empirically, 
we must find that, say, unemployment bottoms out in most of the 
election periods in most of the democracies: when a bivariate statistical 
analysis is conducted or, better still, when a multivariate analysis is 
conducted to control for extraneous variables such as population 
change, unemployment will be found to be at its lowest point during 
election periods. Advocates of business cycle theory define the issue 
more broadly, to permit almost any cycle of economic indicators that 
coincides with election timetables to be evidence of a cycle, and to 
permit the motivation and electoral needs of outgoing governments to be 
considered. 
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The narrow view of the critics adheres more closely to conventions of 
the scientific method while the broad view of the advocates constitutes a 
better political science. The critics’ view is better in scientific method 
because it rules out the selective use of evidence, specifying rules that 
are followed with “blind” consistency and that allow the possibility of 
rejecting a research hypothesis. In this debate, their view is more 
scientific because it does not permit the researcher to make discretion- 
ary judgments about the needs and desires of outgoing governments to 
seek reelection. 

The highest purpose of science, however, is not to follow rules blindly 
but to describe facts as they are. Politicians do not always have to worry 
about reelection; their degree of confidence in this regard can influence 
their economic policy decisions. The political meaning of unemploy- 
ment or inflation or other macroeconomic indicators can vary from 
country to country and from one era to another. As noted above, U.S. 
voters are more likely than West German voters to reward governments 
for perceived national economic performance, while West German 
voters are more likely than are Americans to reward governments for 
their personal economic fortunes. The broad view of the business cycle 
debate reflects much more accurately the real nature of political life and 
is therefore inherently more scientific. 

Nonetheless, even the broad view of the business cycle does not lead 
to the conclusion that the policy outcomes and economic circumstances 
in liberal democracies are substantially determined by electoral time- 
tables. The electoral policy cycle is relatively modest even if one adopts 
a broad and generous view of permissible evidence. Overall, the 
empirical findings conform with the portrait offered earlier in this essay: 
ministers are indeed vote seekers, but vote seeking is only one of many 
different ministerial roles and motivations. The evidence that politicians 
are able to manage for electoral purposes the expenditures and programs 
of government is a little stronger than the evidence that they can control 
economic conditions in the society. If we assume that ministers do want 
reelection and that they understand the electoral consequences of gen- 
eral economic conditions, the empirical evidence suggests that ministers 
are able to exercise only modest predictable control over the economy at 
large. 

A 1975 article by Nordhaus entitled ““The Political Business Cycle” is 
customarily taken as the starting point in discussions of the business 
cycle that treat the economy as a dependent variable. Nordhaus’ article 
examines unemployment in a cross-section of countries, but produces 
weak evidence: 


The overall results indicate that for the entire period a political cycle seems 
to be implausible as a description for Australia, Canada, Japan, and the 
U.K. Some modest indications of a political cycle appear for France and 
Sweden. For three countries — Germany, New Zealand, and the United 
States — the coincidence of business and political cycles is very marked.26 
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Tufte’s Political Control of the Economy followed shortly thereafter. The 
book has made an impact on the political science profession at large but 
has been generally ignored or criticized by specialists. It was not wel- 
comed by specialists because it mixes different kinds of evidence and 
makes at least one exaggerated and unfounded claim. Moreover, Tufte 
tends to employ simple bivariate analysis instead of multiple regression 
and is therefore less able to isolate the impact of extraneous variables. 

Tufte’s most criticized claim stems from his comparison of real income 
changes in election and nonelection years among a cross-section of 27 
democracies over the period 1971-72: real income grew in 64 percent of 
election years but in only 49 percent of nonelection years. A valid 
criticism of Tufte’s interpretation of this finding is that he does not 
control statistically for the ability of governments to call elections at will 
and therefore to choose election dates to coincide with economic 
cyles.*’ We cannot know from his data what proportion of the supra- 
normal election year income peaks are explained by the timing of the 
cycle to coincide with the election and what proportion are explained by 
the timing of the election to coincide with the cycle. 

Tufte’s evidence of a political business cycle is, however, not limited to 
one data exercise. He finds that real income grew in three-fourths of the 
election years during the Truman, Kennedy, Nixon, and Ford adminis- 
trations as compared to only one-fifth of nonelection years. Tufte 
excludes from his analysis the Eisenhower election years, in which real 
growth declined, because of documentary evidence that Eisenhower 
expected large electoral victories and interpreted his mandate from the 
outset as one of reducing government rather than reducing unemploy- 
ment. Surveying unemployment rates, Tufte concludes that 


except in the Eisenhower years, the election-day unemployment rate has 
averaged about one percentage point below the rate twelve to eighteen 
months before the election and nearly two percentage points below the post- 
election unemployment rate twelve to eighteen months after the presidential 
election. (p. 21) 


Tufte compares economic growth according to the political importance 
of each election year. He finds that real growth increases an average of 
3.4 percent when an incumbent seeks reelection, 2.6 percent in midterm 
congressional elections, 2 percent when an incumbent does not seek 
reelection, and only 1.5 percent in nonelection years (p. 24). He reports 
empirical evidence of kyphosis or peaking of transfer payments in 
election years. Within election years, they peak just before the fall 
election date while in nonelection years they peak in December. Tufte 
finds evidence of election-year kyphosis primarily when the incumbent 
is popular in the polls. From this fact, he concludes that electorally 
useful transfer payment kyphosis is probably explained by the voluntary 
cooperation of public servants, who wish to ingratiate themselves with 
the anticipated victor (p. 44). He observes “‘windows” or delays 
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whereby social security expenditure increases are timed for the immedi- 
ate pre-election period and the increased revenues required to pay for 
the increases are scheduled for the post-election periods. 

One legitimate criticism of Tufte’s analysis is that it focusses on the 
presence or absence of a predicted change in income or social security 
transfer rather than on the magnitude of such changes, with the result 
that the small magnitude of some of these changes is overlooked. Tufte 
also ignores the accidental nature of the timing of some of these changes. 
For example, the economy was stimulated in 1964 as a result of a tax cut 
which came in the election year because of a delay caused by Congress; 
Congress had refused an earlier presidential request for a tax cut.?® 

Those who argue against the existence of a political business cycle are 
subjected to methodological criticisms at least as severe as those direc- 
ted against Tufte. In an article published in Public Choice, Paldam 
reports the results of a failed test of the cycle.2? From his statistical 
analysis, Paldam concludes that the cycle does not exist. However, Blais 
et al. have raised serious doubts about the validity of Paldam’s procedure 
because he employed non-constant dollars and examined the pattern of 
all public expenditure and not just central government expenditure.3° 
Blais et al. argue that any test of the cycle should be restricted not just to 
central government expenditures but to civilian expenditures of the 
central government. The magnitude of military expenditures is deter- 
mined primarily on the basis of external considerations and should not 
be included in the design. 

Several other works provide strong evidence of electoral factors in 
economic cycles. Ames studied the impact of domestic and international 
financial capacity, coups, and ideology upon economic cycles among 
Latin American countries during the period 1948-70. He reports strong 
evidence that central government expenditures rise to a peak in election 
years. However, unlike the pattern in other parts of the world, in Latin 
America central government expenditures do not fall immediately after 
the election period.+! Frey finds that government expenditures, transfer 
payments, and number of government employees rise in election years in 
West Germany, that non-military expenditures and number of 
employees rise in election years in the United States, and that total 
government expenditures rise during election years in the United King- 
dom.?2 In a study of economic change in Israel, Ben-Porath shows a 
systematic relationship between the timing of currency devaluations and 
the timing of elections.?3 

In Canada, Blais and his colleagues have conducted a major study of 
provincial government expenditures in Ontario and Quebec.*4 They 
report evidence of expenditure kyphosis in the fields of health, roads, 
and agriculture. They also report evidence that election years are more 
likely to be budget deficit years. Even the significant exceptions to the 
pattern make sense. For example, they find that the first budget year of 
Jean Lesage’s Quebec Liberals was a year of expenditure. This expen- 
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diture kyphosis in a nonelection year makes no sense in terms of the 
theory of the political business cycle, but it makes a lot of sense in terms 
of the ideological goals of the Quiet Revolutionaries. According to the 
taxonomy of roles outlined at the beginning of this essay, Lesage and his 
colleagues were reformers, governors, and patriots before they were 
vote seekers. Indeed, they were so absorbed in nonelectoral roles that 
they forgot to redistribute riding boundaries to reflect urbanizing 
changes and were defeated electorally as a result. 


The Policy Determinants Literature 


The political business cycle literature is customarily distinguished from 
the policy determinants literature by the fact that the cycle literature 
focusses on the timing of expenditures while the determinants literature 
examines the content of government policy. As a result, the determi- 
nants literature presents additional information about how cabinets 
actually function. The determinants literature, like the business cycle 
literature, finds that the electoral position of a government affects what it 
does. 


Electoral Motivations 


Writing in the 1940s, the formidable American political scientist 
V.O. Key argued that the structure of electoral competition among 
parties influences what governments do. In Southern Politics in State and 
Nation, Key provides evidence that states dominated by one party tend 
to pursue conservative, financially regressive policies. States with com- 
petitive party politics implement more left-wing, redistributive pro- 
grams. According to Key, governments respond to electoral threats by 
employing redistributive public expenditures in order to appeal to 
middle- and lower-income voters.*> During the 1960s, Key’s ideas were 
explored empirically by Hofferbert, Dawson, Robinson, Dye and others, 
applying correlational techniques to data on the U.S. states.3° They 
found that party competition was a factor in policy output, albeit a less 
important factor than socio-economic variables such as urbanization, 
industrialization and per capita income. 

The quantitative studies of policy in U.S. states became a model for 
Canadian studies of policy variation at the provincial level. A study of 
the diffusion of policy innovation by Dale Poel reports that provinces 
characterized by electoral maldistribution are slower to adopt innova- 
tions.7” Mishler and Campbell find that provinces characterized by the 
institutional development of their legislatures are more likely to invest in 
health care services.?8 William Chandler provides evidence that provin- 
cial governments are more likely to augment health and welfare expen- 
ditures when confronted by a strong left-wing opposition.*? 
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Additional Canadian evidence that parties and therefore cabinets 
matter has emerged from studies of specific policy domains. The domain 
for which there is the strongest evidence of a political input is road 
building: both Spafford and Foot have cited evidence that provincial 
expenditures on highways peaked at election times;*° Blake’s analysis of 
Local Initiatives Program (LIP) grants shows that opposition members 
were rewarded for their past cooperation;*! a study of Department of 
Regional Economic Expansion (DREE) grants by MacNaughton and 
Winn shows that the distribution of such grants to industry was 
explained partly by the electoral volatility of the constituencies in which 
recipient firms were located.4* However, most of the variation in the 
distribution of grants is attributed to strictly economic considerations. 

To this point, the study has reviewed evidence from the business cycle 
and policy determinants literature which shows that policy is affected by 
the electoral dilemmas of governments. However, the modest evidence 
of electorally explained policy suggests that the short-term vote-seeking 
motivations of ruling politicians are a minor rather than a major or an 
exclusive component of their policy-making behaviour. Having 
reviewed the vote-seeking motivations of politicians, the study now 
turns to their ideological motivation. 


Ideological Determinants 


The political science profession is divided on the issue of whether, when, 
and how ruling parties differ ideologically in policy. Some studies con- 
clude that government policies in certain domains are not affected by the 
ideology of the party in power. Other studies conclude that ideology does 
matter. The single most important cross-national issue is whether 
left/right ideological differences are translated into left/right policy dif- 
ferences. At the present stage of scholarship, a reasonable and fair- 
minded assessment is that the party in power is one of several factors 
that affect the size of the public sector in a national economy, but that 
income equality and social mobility are not necessarily affected by 
who rules. 

In the Canadian literature, Political Parties in Canada is the main 
source of arguments to the effect that political parties do not make a 
systematic difference to policy. In a chapter on bicultural policy, Winn 
presents evidence that French Canada benefited in foreign policy, immi- 
gration policy, federal-provincial relations and other domains as a result 
of the rise of a separatist movement and not as a result of which party 
happened to be in power in Ottawa.*? In a chapter on “Redistributive 
Policy,” McCready and Winn argue that the distribution of income is left 
unaffected even when the New Democratic Party is in power.*+ Sas- 
katchewan NDP governments apparently did not lighten the tax burden 
of the lower strata. Furthermore, the welfare state programs advocated 
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or first implemented by the left do not exhibit redistributive income 
effects. In chapters on trade and resource policies and foreign policies, 
Weir and Stevenson present additional evidence in support of the null 
thesis.*° 

The prevailing view in the political science profession is probably that 
parties do make a difference and that cabinets of different partisan 
complexions adopt different policies. The thesis of party differences 1s 
not expressed energetically in any one work but is articulated in a 
smattering of specialized studies here and there. Chandler argues that 
the strength of left-wing opposition parties in provincial legislatures has 
had an impact on policy;*© a recent article on resource policies con- 
cludes that the extent and kind of public intervention in this field is 
explained by the ideologies of the parties in power in a given province, 
especially in the period after 1979.4’ In another article, Coleman pre- 
sents evidence that the ideologies of the two main provincial parties in 
Quebec explain the parties’ differences on language policy.*® 

The lack of consensus in the Canadian political science literature 
about the impact of parties on government policy is parallelled in the 
cross-national literature. The first major cross-national study of policy 
output was Frederick Pryor’s comparative study Public Expenditures in 
Communist and Capitalist Nations.*? Writing in the 1960s, Pryor pre- 
sented considerable evidence that social security and other expenditures 
in Communist and capitalist systems are remarkably alike, especially 
when level of economic development is considered. His central thesis 
was that social and other expenditures are influenced by a country’s level 
of economic development rather than by the ideology of its leadership. 

Pryor’s null thesis, sometimes called a thesis of “convergence,” has 
been corroborated in a few important respects. In a comprehensive 
cross-national study of social security expenditures using multiple 
regression, Harold Wilensky finds that the variable, social security 
expenditures as a proportion of GNP, is strongly correlated with GNP per 
capita, the relative size of the pensionable population, and the age of the 
social security system. Wilensky concludes that ““economic level is the 
root cause of welfare-state development, but its effects are felt chiefly 
through demographic changes of the past century and the momentum of 
the programs themselves, once established.”’°° Political system type and 
elite ideology do not contribute statistically to Wilensky’s explanatory 
model. Scharf’s analysis of the pension expenditures of Communist and 
Western systems concludes that the pension efforts of a government are 
largely explained by the size of the pensionable population and the use of 
hidden or indirect taxes. The author offers the following light-hearted 
advice to policy makers: “. .. I should like to recommend a simple 
formula for any government wishing to improve its social security per- 
formance: Reduce the number of pensioners and shift the bulk of social 
security financing to indirect taxes.’>! 
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Other studies have examined the impact of the ruling party’s ideology 
on the growth of the public sector, income inequality, social mobility, and 
rates of unemployment and inflation. A frequently cited study by Cam- 
eron, ‘““The Expansion of the Public Economy,” presents some evidence 
that the public sector tends to expand when the Social Democrats or 
Labour are in power. Cameron acknowledges, however, that the link 
between ruling ideology and public sector expansion is not always 
clear.?2 

Jackman conducted a major cross-national study of income inequality 
during the 1970s. In Politics and Social Equality , Jackman reports finding 
no evidence that the strength of socialist/labour parties is statistically 
related to the pattern of income distribution once the strength of trade 
unions and various economic variables are considered. In a more recent 
study devoted specifically to the impact of socialist parties on income 
distribution, he appears to recant, but only a little. He finds some 
evidence that the top quintile of income earners experiences reduced 
incomes under left-wing rule, but no evidence that the bottom 40 percent 
of income earners benefits.°3 In Political Control of the Economy, Tufte 
also presents evidence that the top quintile of income earners is more 
likely to experience the effects of tax equalization under the left than 
under the right (pp. 95-96). 

The magnitude of the top quintile’s loss is, however, small. Income 
data are in any case notoriously suspect. Furthermore, it is difficult to 
estimate to what extent the apparent capping of the top quintile is the 
result of incomes policy or to what extent it is the indirect result of the 
expansion of the public sector. Public sector salaries tend to be 
depressed at the top end. 

Parkin and Hibbs have conducted studies of the impact of ruling 
ideology on social mobility and unemployment rates. In Class Inequality 
and Political Order, Parkin suggests that social democratic/labour gov- 
ernments do not greatly affect the pattern of income distribution, but 
they do increase social mobility.°* Left-wing governments enhance 
social mobility by means of institutional changes, particularly as a result 
of the democratization of education. In a statistical study of unemploy- 
ment and inflation in 12 OECD countries, Hibbs presents some con- 
vincing evidence that left-wing governments reduce unemployment and 
right-wing governments reduce inflation. About half the variation in 
unemployment and inflation in his sample of countries over a period of 25 
years is explained by the ideology of the ruling party. Every 10 years of 
socialist rule meant a decrease in unemployment of about 1.7 percent 
and an increase in inflation of about 0.8 percent.*° 

Allin all, both Canadian and cross-national studies of policy determi- 
nants present moderate evidence that the ideology of the party in power 
and of its cabinet makes a difference. The strongest evidence is Hibbs’s, 
on unemployment and inflation rates. Cabinets do appear to make a 
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major difference to these two macroeconomic indicators. There is, 
however, only modest evidence that cabinets make a predictable and 
systematic difference to the size of the public sector and to patterns of 
income equality. 


Explaining Modest Ideological Differences 


Three types of explanation have been adduced to account for the rela- 
tively modest impact of cabinets: an explanation rooted in a political 
economy or neo-Marxist approach, an explanation based on bureaucra- 
tic theory, and an explanation based on a decision-making perspective. 
Expressing a political economy or neo-Marxist approach, William 
Coleman asserts that political parties do not differ markedly on impor- 
tant economic issues of the constraints of the capitalist economy. Left- 
wing and right-wing parties can, however, differ on non-economic mat- 
ters: “The greater the distance between a given policy and the activities 
of the capitalists appropriating surplus and reinvesting to maintain and 
expand profits, the more ideologies and differences in clientele among 
parties are likely to have an independent impact on policy.”°°® 

According to bureaucratic theory, the organizational requirements of 
government departments for efficiency and predictability constrain pol- 
iticians from bringing about rapid, unforeseen change. For reasons 
intrinsic to the nature of bureaucracy, year-to-year changes are incre- 
mental, as incremental as bureaucrats can manage. This approach is 
reflected in the classic writings of Lindblom and Wildavsky.°’ 

The decision-making approach emphasizes the context in which pol- 
iticians must reach decisions. Many decisions must be made hurriedly 
with insufficient information because of exigencies. Yet, some of the 
most important policy decisions require a considerable volume of tech- 
nical information to be effective. Many welfare state or “great society” 
programs fail to achieve their redistributive objectives because they are 
hurriedly designed on the basis of incomplete and inadequate data. Once 
programs are in place their persistence is ensured by vested govern- 
mental and non-governmental interests. Most welfare state programs 
cannot achieve redistributive effects unless they are qualified by a means 
test or its functional equivalent. Left-wing politicians, however, usually 
consider means tests to be objectionable. 

To summarize, the task of designing programs to achieve 
redistributive or other effects is exceedingly complex. Politicians do not 
have the time to cope with such complexities, nor do they have the 
personal partisan staff able to understand and explain complex technical 
issues. The technical complexity of government programs helps explain 
why transfer programs are less effective than income taxation in alleviat- 
ing inequality between classes or the size distribution of income.>® 

From the perspective of bureaucratic theory and decision-making 
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theory, the modest difference found between public sector growth rates 
and unemployment rates under left-wing and right-wing rule no longer 
seems modest. Given the constraints posed by bureaucracy and by 
decision making under stress, the empirical differences observed by 
Hibbs on unemployment, and by Cameron and others on public sector 
growth, even the modest evidence of differences in income inequality, 
seem very significant indeed. Given the greater technical complexity of 
policy initiatives undertaken for ideological rather than electoral rea- 
sons, the evidence suggests that the ideological roles of ruling politicians 
are more important than their vote-seeking roles. 

Before turning to the impact of leadership succession on policy, it is 
important to ask if the bureaucratic and decision-making explanations of 
the modest ideological differences make sense. From what we know 
about the working lives of politicians, are politicians constrained by 
pressures from their decision-making environment? According to the 
testimony of former ministers, ministers work in a pressure-cooker 
environment in which they are inundated with paperwork and have little 
time left to consult external sources of advice. As noted in one of the 
opening quotations, Flora Macdonald observed that she was virtually 
never given the luxury of several options from which she could choose. 
In the same autobiographical essay, she noted that she was constantly 
overwhelmed with last-minute documentation. Richard Crossman 
described much the same phenomenon in Britain: 


Every Department wages a paper war against its Minister. They try to drown 
him in paper so that he can’t be a nuisance. Every night, as you know, we 
receive our red boxes. When I get home to my house in London about ten or 
eleven at night from the House of Commons, there are one, two, three, four 
or even five boxes, which include not only the papers for next day’s meetings 
but the decisions which I have to make that night before reaching the 
Ministry the next day. The first job you have to do is to prevent yourself 
becoming a slave of the red box.5? 


Because of constant time pressures, ministers, especially those with 
substantial departmental responsibilities, have little opportunity to 
acquire independent sources of advice or information. President 
Lyndon Johnson, considered by many as a person of remarkable per- 
sonal intelligence, admitted that he read only one book during his 
presidency. © 


The Ministerial Cycle Literature 


The third body of scholarly literature to be reviewed can be termed the 
ministerial cycle literature. This body of written work is thin, consisting 
on the one hand of articles on the legislative or policy cycle of U.S. 
presidents and on the other hand of Bunce’s work on the policy con- 
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sequences of leadership succession. If it is true that the policy behaviour 
of ministers and cabinets follows observable cycles, such information 
may reveal how ministers affect policy. The precise ways in which 
government policy is affected by ministerial cycles may identify the 
motivations of ministers and the constraints under which they work. 

There is a considerable body of literature on the policy cycles of U.S. 
presidents, but very little on the policy cycles of other chief executives 
or cabinets. Bunce’s work, which includes Do New Leaders Make a 
Difference? and a number of articles, constitutes the main cross-national 
or comparative studies of ministerial cycles. In Bunce’s work, the phe- 
nomenon of ministerial cycle is cast in the form of leadership succession. 
Bunce focusses on the first stage in the rule of new leaders. The common 
conclusion reached by Bunce in her cross-national work and by scholars 
examining policy cycles within U.S. administrations is that major policy 
initiatives and events are concentrated in the early period of each new 
leader.©! New leaders give expression to their ideas early in their period 
of rule, and they tend also to experience more than their fair share of 
excitement. In the case of U.S. presidents, foreign crises are reportedly 
concentrated during the presidential honeymoon period.® 

Bunce shows that major institutional and expenditure changes are 
most likely to occur shortly after a new leader takes office, and that this 
pattern holds true for both the United States and the Soviet Union and, 
in the former, for both Washington, D.C., and the state capitals. She 
finds that percentage changes in budgetary allocations to categories 
such as education, health, and welfare are greater after a new leader 
takes office. The longer the tenure of the preceding leader, the greater the 
observed increase in social expenditures under the successor. Brezhnev, 
and before him, Khrushchev, increased welfare outlays considerably. 
Krushchev took a special interest in agriculture with a view to increasing 
the availability of food. Under other new East bloc leaders, housing 
starts increased, consumer goods were made more available, and agri- 
cultural expenditures rose. Bunce interprets the observed increases in 
social expenditures under new leaders in the United States and the 
Soviet Union as evidence that new leaders are motivated by the desire to 
legitimate their new leadership. Her discovery of a succession effect in 
the Soviet Union as well as in the United States demonstrates the 
enormous importance leaders attach to securing the esteem of the mass 
public. Short-term legitimation must indeed be important to political 
leaders in general, if Soviet leaders, who need not fear electoral defeat, 
act as if the affections of the mass public were vitally important. 

In terms of the taxonomy of ministerial roles outlined early in this 
essay, Bunce’s evidence of the legitimating behaviour of new leaders is 
inconsistent with the vote-seeking roles of politicians. It is axiomatic in 
electoral strategy that politicians who peak too early meet defeat at the 
ballot box. Hence, the early peaking of successful new leaders, in and 
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outside parliamentary democracies, must be evidence of something 
other than vote seeking. It suggests that ruling politicians see themselves 
as shamans, as nation-building patriots, and in other roles that entail the 
contentment but not necessarily the electoral support of the mass public. 

The desire of political leaders to please the mass public constrains 
those leaders who contemplate programs of economic development that 
will involve unpopular short-term decisions. Given the apparent impor- 
tance to leaders of public contentment, political leaders are unlikely to 
embrace unpopular policies. It is not a question of political cowardice or 
the inability of electoral democracies to provide leadership. Even new 
leaders in Communist systems worry to some extent about public con- 
tentment or legitimation and, like Western leaders, also increase social 
expenditures. Because of the almost fundamental need of political lead- 
ers for harmony or legitimation, longer-term economic plans for Canada 
will have to exclude as many unpopular options as possible, and politi- 
cians will have to devote considerable energy to winning public 
acceptance for unpopular plans that cannot be dropped. The concluding 
portion of this study will return to the question of how leaders can 
persuade the public to accept unpopular policies. 

Statistical findings need to be tested against non-statistical informa- 
tion and against the observations of participants themselves. According 
to the ministerial cycle literature, policy changes are concentrated in the 
honeymoon period. This phenomenon makes sense according to con- 
ventional wisdom about the decreasing intellectual capital of ministers. 
Politicians learn what they learn before acceding to high office. We noted 
above that President Lyndon Johnson found time to read only one book 
during his period in office. It follows that, if the major policy changes 
take place in the honeymoon period, ministers do not require on-the-job 
learning in order to be effective. Accordingly, a minister does not need to 
know the details of organizational management nor the identity of his or 
her administrative friends and foes in order to be in command. In The 
Myths of Cabinet Government, Crossman suggests quite the opposite. He 
asserts that ministerial succession “provides a sharp temporary increase 
in the power of the Civil Service” because new ministers need time to 
become informed (p. xviii). Ministers can get their way only by working 
long and hard at the ministerial post. A minister who wants to control the 
department “could have very little time or energy to spare for anything 
on the Cabinet agenda except his own Department’s affairs” (p. xix). 

If Crossman is right, how then do we reconcile the budgetary changes 
that are concentrated early in a term with the executive’s need to learn 
the details of administration in order to be effective? One explanation is 
that cabinets insist on significant budgetary changes early in their terms 
as a relatively simple way of asserting their dominance over the public 
service. Budgetary changes are relatively easy for ministers to under- 
stand, requisition, and monitor; the important non-budgetary changes 
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are left until later in the term. Political scientists studying the political 
business cycle or the ministerial cycle have tended not to notice such 
late-term non-budgetary changes because they are difficult to measure. 
There is, however, a more pessimistic way of reconciling the phe- 
nomenon of early term budgetary changes with Richard Crossman’s 
claim that ministers need on-the-job learning in order to become effec- 
tive. It is possible that ministers become less intent on imposing their 
views as time passes. Perhaps they learn to appreciate traditional ways 
of doing things, become worn out, or simply realize how important 
departmental support is to enable them to make a good impression in 
cabinet or on television. Perhaps they learn that they and their depart- 
ments have an identical interest. As Crossman says, for a minister to be 
successful, he “needs the acquiescence, at least, of the Department in 
what he is up to, and for this he needs to be a success in the Department’s 
eye” (p. 65). The pessimistic interpretation is that the minister fights a 
war with his department which he in the end loses. In Crossman’s words, 
again: 
the battle is really for the soul of the Minister. Is he to remain a foreign body 
in the Department, inserting into the departments things they don’t like, 
things he wants and the Party wants? Or is he to become their Minister, 
content to speak for them? There is nothing easier than being a departmental 
success. Nothing easier at all. (p. 63) 


In summary, Bunce’s data and Crossman’s observations can be recon- 
ciled optimistically by emphasizing the desire of politicians to dominate 
their bureaucrats or pessimistically by concluding that politicians are co- 
opted. Neither interpretation supports the economists’ view that politi- 
cians are mainly vote seekers. The optimistic view leads to the con- 
clusion that politicians occupy the roles of governor (i.e., departmental 
policy maker) as well as shaman, nation-building patriot, and other non- 
vote-seeking roles. The pessimistic view of co-option rules out Tre- 
bilcock’s theory of the primacy of vote seeking because authority over 
policy has been retained by the bureaucracy. 


The Psychobiographical Literature and 
Idiosyncratic Motivations 


A discussion of the personal motivations and dilemmas of ministers is an 
appropriate occasion on which to turn to the fourth and final bibli- 
ographic theme of this study, namely the literature on psychobiography. 
The psychobiographical literature is virtually endless, particularly if one 
considers all the biographies of politicians. Every political biography 
and many general political histories must be included under the rubric of 
psychobiography because of the explicit or implicit psychological inter- 
pretations embedded in these studies. Any biographical work that men- 
tions the family, ethnic, occupational, locational or other origins of a 
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politician thereby makes implicit assumptions about the psychological 
importance of these origins for the future electoral or policy-making role 
of the politician. 

Modern psychology is post-Freudian and hence relatively recent. 
However, psychological interpretations of human behaviour are at least 
as old as the written word. Old as well as recent histories and biographies 
contain implicit psychological interpretations, some of which have 
become so accepted that they are no longer recognized as particularly 
psychological. For example, it is widely accepted that John 
Diefenbaker’s opposition to apartheid in South Africa and his allegiance 
to Israel were related to his identification with ethnic underdogs, a 
product of childhood victimization because of his German family 
name.®? 

The very size of the psychobiographical literature is its most impor- 
tant attribute. The size of this literature is testimony to the enormous 
importance assigned by scholars, journalists, and their readers to the 
idiosyncratic role played by political leaders. 

Because there is so much psychobiographical literature, it is only 
possible here to provide a sense of its dimensions and to suggest how it 
may be structured. Psychobiographical works are of two types: case 
studies and cross-sectional analyses. For each type of analysis, three 
types of causal links are explored. In some studies the personality or 
personal characteristics of leaders are seen as dependent variables: 
certain societies, political systems, or political circumstances produce 
certain kinds of leaders. In other studies, the personality or personal 
characteristics of leaders are seen as independent variables, as factors 
affecting policy outcomes. In still another type of writing, the causal 
connection is unclear; the scholar seems intent on finding different kinds 
of personality types or different ways to measure the personality disposi- 
tions of leaders. 

One of the most lucid and provocative studies of leadership as both an 
independent and dependent variable is a study of birth order conducted 
by Louis Stewart, a political psychologist. Stewart conducted a wide- 
ranging quantitative study of British and U.S. chief executives to see 
whether first-born, middle-born, and last-born children were likely to 
rise to leadership positions under varying types of political circum- 
stances. He hypothesized that the different experiences of dominance, 
accommodation and submission in a leader’s family of origin affected the 
leader’s adult skills and therefore influenced his likelihood of political 
success. His conclusion merits extensive citation: 


. . we have identified four, more or less distinct, political situations: 
(1) international crisis and war, (2) peace and adjustment of internal affairs, 
(3) collapse of social functions and civil conflict, and (4) revolution. Corre- 
sponding to these are the four leadership styles, respectively, of the first- 
born, middle-born, only, and last-born son. . . . The first-born male has the 
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greatest experience of dominance and of successful intervention in the 
affairs of others. The middle-born son, starting life in a position of depen- 
dence and relative weakness, gains later on an opportunity for dominance, 
having the most experience in mediation. The last-born son is from the 
beginning to end in a position of dependence and relative weakness, proba- 
bly harboring the greatest resentment toward all authority. . . . The only 
child, dealing entirely with “higher authorities” whose favours he need 
never share, is most at home in center stage and least vulnerable to peer 
rivalry.®4 


Beyond Stewart’s study of birth order, the literature on leadership con- 
tains countless case studies on individual leaders. Many of the case 
studies examine the full causal sequence, beginning with the impact of 
childhood on the development of adult personality and concluding with 
an analysis of the impact of personality structure on adult political 
behaviour. Psychological case studies are important because, as the 
formative political scientist Harold Lasswell observed, politically active 
people may displace “private affects” or motives relating to family onto 
“public objects.”’ For example, a regicide may be motivated by the 
killer’s hatred of his father.©° Wolfenstein has written about the revolu- 
tionary personality as an escape from Oedipal guilt.°© Haberman has 
examined Quisling as a case study in pathology.®’ Gottfried has looked 
at Boss Cermak of Chicago as an example of psychosomatic response to 
stress.©8 George has examined “Power as a Compensatory Value for 
Political Leaders” while Browning and Jacob have considered power as 
a motivation.®©? 

Among sane political leaders, Woodrow Wilson attracted consider- 
able attention, initially by Freud himself and later by Alexander and 
Juliette George. The Georges’ study of Wilson examines the full causal 
sequence, considering the impact of Wilson’s relationship with his father 
on his personality structure and the subsequent impact of his personality 
on the unfolding of political events. As the Georges explain, “It is by 
relating Wilson’s overt behaviour, which sometimes seems naive or 
unreasonable, to some of his emotional needs, which were given their 
particular hue by his upbringing as a child, that the inner logic of his 
actions becomes clear.”’”° 

Wilson had enormous difficulty tolerating criticism and needed to be 
surrounded by uncritical admirers. This trait was the root of an imbroglio 
at Princeton when he was university president and the root of his 
difficulties with Senator Henry Cabot Lodge over ratification of the 
Versailles Treaty. Wilson’s inability to accept criticism, it is asserted, 
was the product of his unresolved, suppressed conflict with his father 
and of the emotional repressiveness of his home environment. 

Among leaders with pathological motivations, Hitler has probably 
received the greatest attention. The politically minded psychoanalyst 
Erich Fromm treats Hitler as a case in his sweeping, and now classic, 
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study The Anatomy of Destructiveness.’' Fromm places Hitler in the 
context of an implicit theory of necrophilia or love of death. He traces 
patterns of anal-sadism in the behaviour and language of his subject, 
showing Hitler’s anal-sadistic obsessiveness even in contexts such as 
mealtime where aggression, conflict, and death have no apparent rele- 
vance. The psychoanalytic explanation of behaviour by Fromm and 
others is based on the interpretation of nonobvious behaviour (e.g., 
symbolic language) in the attempt to identify psychological motivations. 
Unfortunately, we cannot be sure that Fromm’s selection of imagery 
from Hitler’s personal and public communications is representative of 
Hitler, that the selected imagery accurately reflects necrophilia, or that 
Hitler’s supposed necrophilic tendencies are an adequate explanation of 
the violence of his regime. 

One of the few scholars to relate imagery to personality structure and 
political behaviour in an objective or verifiable way is David Luck. In “A 
Psycholinguistic Approach to Leader Personality,’ Luck represents the 
results of the quantitative content analysis of the imagery of aggression, 
sex, and death among a selection of Communist and Fascist leaders. 72 
Using a verifiable quantitative method, he shows important differences 
in the frequency of aggressive imagery, especially anal-sadistic and 
death imagery. Luck finds that Hitler ranks higher than Stalin, who 
ranks considerably higher than Lenin, Mao, and Liu. After reporting his 
quantitative findings, Luck compares the imagery scores in a convincing 
manner to accepted knowledge about the private lives and public con- 
duct of the leaders in question. 

Content analysis has been employed not only to explore the psychoan- 
alytic explanations of leadership but also to test less abstruse and moot 
personality characteristics. Hermann, for example, performed a quan- 
titative content analysis of the speeches of congressmen in order 
to explain their positions on foreign aid. Her data revealed that 
congressmen favourable to foreign aid were generally more optimistic 
and more complex intellectually than those who opposed it.’ Several 
studies of American presidencies show that the personality charac- 
teristics of individual presidents can be used to predict their perfor- 
mance. For example, presidents with high needs for affiliation are likely 
be uncritical and undemanding of their immediate subordinates. High 
n-affiliation presidents had a higher number of appointees who were 
subsequently charged with malfeasance. ’4 

Overall, the psychobiographical literature shows that politicians can 
be motivated by a variety of idiosyncratic features of their personalities. 
Among elected politicians, these personality-related motivations do not 
necessarily contribute to, and may even undermine, electoral self- 
interest. As a whole, the literature suggests that elected politicians are 
often driven by psychological considerations that are unrelated to elec- 
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toral self-interest, ideology, or other conventionally imputed motiva- 
tions of ruling politicians. 

Little is known in a systematic way about how politicians differ from 
the population at large. In Canada, lawyers greatly outnumber profes- 
sional economists and political scientists among politicians, a fact that 
suggests that the main role of politicians is not policy making. Legal 
training is better suited to the ministerial roles of shaman, mediator, and 
patriot than to departmental policy maker. 

Legal training is also not well suited to the role of vote seeker if one 
assumes that effective vote seeking requires an understanding of public 
opinion. Knowledge of public opinion may not, however, be essential to 
electoral success. Kingdon’s large-scale study of candidates for office in 
the United States found that victorious candidates are actually less 
knowledgeable about public opinion than defeated candidates.’> From 
this fact, Kingdon inferred that vote seeking is a complex task involving 
media, financial, and other talents as well as an understanding of public 
attitudes. The complexity of vote seeking undermines the electoral self- 
interest theories of Trebilcock and other economists; securing reelection 
appears to be a far more complex task than transferring benefits to 
marginal voters, even if some such transferring takes place.’© If vote 
seeking involves many skills and talents, it is reasonable to assume that 
ministers see policy making as only one of many methods of assisting 
their reelection. Ministers therefore experience far less incentive to 
frame policy primarily in terms of short-term electoral self-interest than 
if policy making were the only or main weapon in their electoral arsenal. 


Conclusion 


This study began by delineating the multiple roles occupied by ruling 
politicians — vote seeker, shaman, governor, patriot, and so forth. It 
was suggested that a government’s reelection strategy is a complex 
process, far more complex than arranging greater benefits for marginal 
or infra-marginal voters. In fact, given their countless media and other 
campaign advantages, ruling politicians do not need to make great 
partisan use of transfer payments and other benefits; such tactics can 
even backfire. Although Trebilcock and other economists have sought to 
explain the presence of fiscal and output illusions in terms of the vote- 
seeking motivations of ruling politicians, this study has contended that 
fiscal and output illusions can also be explained by the many non-vote- 
seeking roles and motivations of politicians. 

Scholarly works relating to the political business cycle, the determi- 
nants of policy, the ministerial cycle and leadership succession, and 
psychobiography have been reviewed. The evidence from this literature 
conforms broadly with the portrait of ministers as occupying many roles 
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and being motivated by many considerations. Cabinets do apparently 
time some macroeconomic changes and some transfer payments for 
electoral gain, but evidence in this regard is modest. Furthermore, 
strong evidence exists that political leaders seek public satisfaction at 
times and in contexts that are unrelated to their own immediate electoral 
needs. 

From the perspective of long-term economic policy making and indus- 
trial strategy, the most important characteristics of ruling politicians are 
their desire for public contentment and their limited influence over 
public policy. The desire for public contentment emanates from most of 
their roles and is reflected in legitimating efforts that often serve elec- 
toral purposes only in indirect and inefficient ways. The limited policy 
authority of ministers is reflected in the modest nature of the business 
cycle and especially in the fact that redistributive differences between 
left-wing and right-wing governments are moot. 

The ability of ruling politicians to influence mass perceptions of eco- 
nomic conditions will affect their ability to adopt economic strategies 
promising long-term gain for short-term pain. In other words, the more 
skilled that ministers become in generating a mood of public purpose, 
the more discretion governments have in fostering policies of economic 
change that entail long-term advantage for the society as a whole at the 
cost of short-term advantage for some particular sectors. According to 
the logic of this utilitarian perspective, a necessary but insufficient 
condition for the adoption of dislocating industrial strategies is a cabinet 
with significant shamanist skills. The concluding paragraphs of this 
study will propose ways to increase the policy authority of ministers and 
to augment their shamanist skills. The first issue involves control over 
government output; the second involves symbolic leadership. 


Strengthening Policy Leadership 


From the autobiographical writings of Crossman and other former minis- 
ters, it is evident that departmental interests constitute one of the 
strongest impediments to cabinet control of policy. Ministers have 
strong personal incentives to identify with their departments and to give 
little thought to other departments or to cross-departmental coordination. 
They have few independent sources of information with which to 
countervail the advice from their own departments. Furthermore, they 
have little time or energy to evaluate departmental advice even when 
they possess independent information. 

Ministers could increase their authority over policy making within 
their departmental mandate by increasing the qualifications of personal, 
“exempt” staff drawn from outside the public service.’” Personal 
advisers of ministers could be paid as much as or more than deputy and 
assistant deputy ministers to compensate good people from the private 
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sector and from universities for disrupted careers. Ministerial advisers 
would not be allowed to join the public service directly because such an 
opportunity would provide too strong an incentive for them to identify 
with the interests of a department or of the public service instead of with 
the interests of the minister and party. Barred from public service 
careers for a predetermined period, exempt staff might instead be 
offered generous severance payments upon departure from ministerial 
service. 

Increasing the authority of ministers one by one is not the same as 
increasing the collective authority of cabinet. Cabinets can increase 
their overall policy-making power by increasing their capacity to coordinate 
government activities. Large-scale bureaucracies typically experience 
problems of uncoordinated or conflicting actions. For example, in the 
field of copyright, the Consumer and Corporate Affairs’ Bureau of 
Intellectual Property has for years worked at cross-purposes to the 
Department of Communications.’® The Canadian government office of 
tourism spends millions of advertising dollars annually to convince 
people to vacation in Canada, while Air Canada spends millions to 
convince Canadians to fly south in winter. Successive cabinets have 
been committed to national integration; yet very little of the federal 
government’s huge outlays on education and culture are targetted to 
encourage study and communication across the language and provincial 
barriers that divide this country. 

Only the cabinet can achieve coordination of government programs in 
different departments. To do so, it could employ temporary task forces 
consisting of partisan loyalists and outside experts; partisan loyalties 
would countervail the seductive powers of departmental interests. Like 
ministerial advisers, task force staff would come from outside the federal 
government and would be paid extremely well. To avoid co-option by 
departments, the task force staff would not be permitted to do work for 
any of the agencies whose work was being coordinated until a predeter- 
mined period of time had elapsed. 


Strengthening Symbolic Leadership 


Three rules of effective persuasion are suggested. 

First, tell the truth. A prevailing maxim among policy makers is that 
the public must be protected from unpleasant truth. This unstated 
maxim explains why Canadian politicians and bureaucrats refused for 
years to admit that Canadian interest rates are largely determined by 
U.S. monetary policy. Canadian spokesmen ended up talking gobbledy- 
gook as a result. Yet, keeping Canadians confused is not an effective 
method of encouraging them to identify with the collective good. 

Second, emphasize the long term. Long-term policies should be 
explained as primarily long-term development projects. The public 
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imagination is often captivated by long-term dreams, as for example by 
John Diefenbaker’s Northern vision. At the same time, cabinets should 
avoid adopting short-term panaceas. For instance, they may be tempted 
to appease dictatorial regimes in the hope of securing larger export 
markets. Ingratiating diplomacy, however, runs the risk of encouraging 
Canadian citizens to think cynically of their own short-term private 
gains instead of in terms of long-term collective goals. 

Finally, provide role models. Symbolism is important. Ministers influ- 
ence the mass public by their personal conduct — salary increases in 
inflationary times, use of perquisites, the conspicuous choice of goods 
and services (e.g., Canadian or foreign wine or vacations). To make the 
most effective use of ministers as role models, the cabinet should draw 
up relevant guidelines. In war, successful military leaders are found at 
the front. In peace, successful political leaders make the kinds of eco- 
nomic sacrifices they expect of their people. 
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The Bureaucracy and Industrial Policy 


MICHAEL M. ATKINSON 


At the core of the debate on industrial policy is the question of market 
allocation. Can we trust or expect the market to allocate resources ina 
manner that will ensure economic growth and political stability? Those 
who see near perfect markets operating in most spheres of economic 
activity are inclined to respond in the affirmative and proceed to outline 
those rare occasions on which the market might conceivably fail 
(Watson, 1983). Those less sanguine about markets either see market 
failure as a widespread phenomenon, or argue that market outcomes, no 
matter how efficient, are by no means compatible with important politi- 
cal goals (Jenkin, 1983). 

The most important alternative to market allocation is hierarchy. 
Where markets allocate according to the price mechanism, hierarchies 
employ managerial directives. The choice between markets and hier- 
archies is not an either/or proposition, but the demand for industrial 
policy is, generally speaking, the demand for more hierarchy. Specifi- 
cally, it is a demand that public bureaucracies respond to structural 
weaknesses in the economy with policies that would reorient priorities 
and manage the adjustment process (Warnecke, 1975; Zysman, 1983). 
These policies typically include measures that would permit public 
authorities to discriminate among industrial sectors or individual firms 
by offering preferential treatment — protection, subsidies, access to 
credit — to some while denying it to others. 

Defenders of the market respond to such a demand by arguing that 
even if market processes are deficient, it does not follow that allocation 
by public bureaucracy would be preferable (Wolf, 1979). The mere 
assignment of public functions to bureaucracy is no guarantee that they 
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will be performed in a “socially optimal” manner (Downs, 1967, p. 40). 
There is, in other words, such a thing as “non-market failure.” 

It is to the question of non-market failure that this paper is addressed 
(although seldom in those terms). Outlined below are three “images” of 
bureaucracy, each of which contains a fundamental critique. The con- 
tent of each critique, its implications for industrial policy, and an assess- 
ment of its persuasiveness are included in each section. These critiques 
do not exhaust all of the objections that might be levelled against 
bureaucratic projects for industrial strength, nor does each of the images 
as presented do justice to the often subtle reasoning that underlies each 
approach (hence the term image). They do, however, summarize recent, 
important work in the area of bureaucracy and bureaucratic power. 
Those who find the concept of bureaucratic pathology inherently appeal- 
ing should have no difficulty believing in the veracity of one or more of 
the arguments presented. 

These images of bureaucracy are not entirely consistent with one 
another. No effort is made to identify the precise conceptual and 
empirical points at which they part company, but it will be evident, 
particularly in the case of Image II and Image III, that to endorse one 
entails rejecting, in the large part, another. On the other hand there are 
points of agreement, particularly the view that it is entirely reasonable to 
assume that bureaucrats are self-interested. 

Finally, it should be noted that there is no literature on the bureau- 
cracy and industrial policy per se. There are studies of particular 
bureaucracies engaged in projects of economic development (e.g., 
Johnson, 1982), but no body of research or set of propositions that 
purports to make a tight connection between the structure or behaviour 
of bureaucracies and the pursuit of a successful industrial policy. For 
that reason inference and extrapolation characterize at least some of the 
analysis offered below. To provide an anchor for the reader, the paper 
begins with a brief discussion of the salient features of industrial policy. 
This should help in any assessment of the relevance for industrial policy 
of these rather general critiques of bureaucracy. 


The Nature of Industrial Policy 


The term industrial policy is typically defined in a very broad manner 
with few limits placed on what might be meant by “industrial” and even 
fewer on what qualifies as “policy” (Adams and Bollino, 1983). William 
Watson, for example, includes under the heading “industrial policy” 
virtually any measure that involves a conscious attempt by government 
to alter the composition of a nation’s inputs or outputs (1983, p. 2). Thusa 
wide range of policy instruments are all eligible for the designation 
“industrial policy.’’ On the other hand the ultimate objective of indus- 
trial policy is more sharply defined, and that objective is increased (and if 


260 Atkinson 


possible equitable) economic growth. Moreover the primary threat to 
growth is generally understood to originate in changing patterns of 
international production and trade (Zysman and Tyson, 1983). It is the 
perhaps conceited belief that selective intervention by the state can 
facilitate adjustment to these changes, and even create comparative 
advantage, that provides the intellectual sustenance for industrial pol- 
icy. Thus, in spite of a very broad definition, the hallmark of industrial 
policy is selective intervention for economic growth. 

There appear to be three circumstances in which selective interven- 
tion might conceivably be required (Zysman, 1983, pp. 42—46). The first 
of these is a situation of actual or anticipated growth. If the growth is 
actual, the role of the state may be limited to protecting an industry in the 
early stages, establishing backward and forward linkages and perhaps 
locating export markets. Where growth is anticipated and developments 
are genuinely new, the state may be called upon to provide a much 
broader range of financial support to perhaps a narrower range of recipi- 
ents. The second situation is that of transition. In this case there is a 
demand for policies of positive adjustment to facilitate the movement of 
labour and capital or for measures to subsidize uncompetitive produc- 
tion in anticipation of a return to earlier levels of demand. Finally, in 
circumstances of industrial decline (a concept difficult to define pre- 
cisely), rapid exit or massive protection are the only alternatives. 

Many observers of public bureaucracies have expressed considerable 
scepticism about their capacity to intervene successfully in any of the 
above circumstances (e.g., Watson, 1983). Under conditions of growth, 
for example, it is not clear why bureaucratic decisions should be supe- 
rior to market outcomes since there are no rules for “‘picking winners” in 
the volatile technologies and no theory from which such rules could be 
deduced (Grant, 1983). Critics are similarly sceptical of bureaucratic 
decision making in situations of transition or decline. Here they suspect 
that even if bureaucrats could devise plans to rationalize production, 
these would have to meet political as well as (or perhaps instead of) 
economic criteria. Business firms, they believe, are more than willing to 
avoid the rigours of the market by the exercise of political power. 

This paper probes and evaluates the theoretical justification for these 
harsh indictments of bureaucracy. If it can be shown that these critiques 
are seriously flawed, then there is no particular reason for concluding 
that bureaucracies are inherently ill-suited for making selective interven- 
tions in the economy. But that will not be enough to persuade all students 
of economic policy. Even if bureaucracies have some virtues, these, 
they submit, are not likely to extend to the realm of industrial policy. 
William Watson puts the argument this way:“Distributing pensions is 
something government is likely to do well; designing an industrial struc- 
ture is not” (1983, p. 29). 

What is the nature, what are the distinguishing characteristics, of 
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industrial policy that make it particularly problematic for public 
bureaucracies? First, much industrial policy making is not routine and 
requires specialized, technical knowledge. The conditions that give rise to 
demands for industrial policy are frequently international in origin and 
can seldom be precisely anticipated. For this reason industrial policy is 
sometimes created under crisis conditions in response to unique circum- 
stances (Dyson and Wilks, 1983). Even when they are planned, some 
industrial policy measures — forced mergers and public corpora- 
tions — are enormous in conception and unlikely to be repeated. 
Sophisticated information systems and flexible, discriminating 
responses are necessary even for the more routine programs of selective 
financial assistance to industry. Those who subscribe to the first image of 
bureaucracy — as self-serving and inefficient — will find these features 
of industrial policy particularly disturbing. 

Second, and directly related to the question of definition, industrial 
policy is broadly based and hard to integrate. In the bureaucracies of 
most advanced industrial countries a variety of departments and agen- 
cies monitor the performance of a variety of industrial sectors. Few 
departments of industry completely monopolize all of the policy instru- 
ments in play at any given time. If the capacity to make industrial policy 
is widely distributed because in the pursuit of their mandates all depart- 
ments and agencies impinge in some manner upon the prospects of firms 
and entire industrial sectors, then drawing policy instruments together 
will be a particularly pressing requirement. Yet those who see 
bureaucracy as penetrated by interest groups and internally incoherent 
are likely to argue that coordination is precisely what cannot be 
expected. For these observers the diffuse quality of industrial policy 
makes it an especially difficult policy area for public bureaucracies. 

Finally, industrial policy usually entails visible winners and losers. Of 
course, adjustment that is unanticipated and unplanned entails the same 
thing. However, when the state directs the process of investment, 
responsibility for unpleasant outcomes can no longer be transferred to 
impersonal market forces. Industrial policy therefore tests the capacity 
of the state to identify responsible actors. This aspect of industrial policy 
will be of particular concern to those who subscribe to Image III — the 
bureaucracy as technocratic and unaccountable. Weak systems of 
accountability are particularly offensive to democratic sensibilities 
where the security of workers and their families and the viability of 
communities are at stake. This is another way of saying that industrial 
policy is highly politicized. It raises issues that take us well beyond static 
efficiency considerations to questions of democratic practice and politi- 
cal stability. 

There are, of course, other policy areas that share with industrial 
policy some of these distinguishing characteristics. It is not feasible to 
argue that bureaucracies are capable of anything except industrial policy 


262 Atkinson 


because industrial policy is uniquely demanding. What can be said is 
that when industrial policy takes a state-led, “‘plan-rational”’ form 
(Johnson, 1982), in which public agents substitute their judgments for 
those of private firms across a broad range of industrial sectors, all of 
these features of industrial policy are present at once. Under these 
circumstances bureaucracies that are active economic players will be 
open to the charge that every one of the images outlined below applies to 
them. How serious (or believable) is this charge? Is it enough to dissuade 
the most committed industrial planner from launching projects of indus- 
trial policy? 

We begin our review with the approach to bureaucracy from econom- 
ics where efficiency considerations are paramount. Here great stress is 
laid on axiomatic reasoning and very little (until recently) on empirical 
studies. With the second and third images of bureaucracy the emphasis 
is reversed. What should impress the reader about these images Is just 
how selective they are; selective in conceptualization and selective in 
evidence. It is difficult for any one of them to be completely convincing 
and yet each has a ring of truth. 

Because of this, and to anticipate somewhat the conclusion, it is 
prudent to remember that all bureaucracies are located in a political, 
cultural and economic environment. Economic bureaucracies in par- 
ticular confront different challenges depending on the pattern of indus- 
trial development a country has experienced (Kurth, 1979) and other 
features of the state’s structure. By abstracting the phenomenon of 
bureaucracy from its environment we inevitably acquire a distorted 
impression. All three images apply to Canada, but in this paper it will be 
argued that Image | is of less importance than the other two, that Image II 
is more serious in the Canadian case but nonetheless tractable, and that 
the most vexing problem is the one captured by Image III. None of them 
is SO Serious as to undermine altogether the idea of industrial policy. This 
is partly because reform is possible and partly because the success or 
failure of bureaucracies is frequently dependent upon factors beyond 
their control. 


Image I: Bureaucracy as Self-Serving and Inefficient 


The idea that bureaucracies are chronically inefficient institutions is an 
old and worthy one. It has been popularized recently by authors such as 
Northcote Parkinson and incorporated, with varying degrees of sophis- 
tication, into the theory of public choice. Early theorists in the public 
choice tradition include Tullock (1965), who stipulated some rather 
straightforward first principles of bureaucratic behaviour and then 
related in anecdotal form a series of confirming instances, and Downs 
(1967) who, in encyclopedic fashion, showed how much of the folklore of 
bureaucratic behaviour — especially empire building — could be 
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derived from some simple axioms of bureaucratic conduct. Neither of 
these authors produced rigorously testable hypotheses, but both alerted 
social science in general to the pending arrival of economists as critics of 
public bureaucracies. It is not an exaggeration to say that the first full- 
blown critique came in 1971 with publication of William Niskanen’s 
Bureaucracy and Representative Government. In deference to this work, 
and the enormous influence it has had, we will treat it as representative 
of the attitude of many economists toward bureaucracy, remembering 
that Niskanen’s critics have produced revised and persuasive alternative 
models. 


The Content of the Argument 


Economists distinguish themselves from many other social scientists by 
attributing to their subjects rational, self-interested behaviour (the so- 
called “‘self-interest axiom’’). They are also distinguished by their preoc- 
cupation with efficiency, particularly allocative efficiency — the dis- 
tribution of values in society that produces the largest social benefit. It is 
the observation that self-interested bureaucrats will neither behave effi- 
ciently nor produce efficient outcomes that constitutes the critique at the 
heart of Image I. 

Although there are several models of bureaucratic behaviour based on 
numerous (sometimes contradictory) assumptions, two axioms stand 
out as particularly important for the economist’s indictment. The first of 
these is that non-market outputs, a term understood to cover govern- 
ment services in general, are hard to define and hard to measure. The 
main reason is that they have no price attached to them and consumers 
do not pay for them directly. As a result consumers have difficulty 
signalling their preference for one service over another, or one form of 
delivery over another, except by communicating with politicians, a 
method held to be fundamentally inadequate (Wolf, 1979, p. 115). Thus 
real demand for services, while not entirely unfathomable, is very hard 
to discover because governments face virtually no markets whatsoever 
for their outputs (Downs, 1967, p. 30). It is hard to underestimate the 
importance of this for Image I. 

The second assumption is that most government services are supplied 
by monopolies. Either the public sector as a whole is considered a 
monopoly or (somewhat more reasonably) most bureaus are taken to be 
the sole suppliers of their services (Tullock, 1976; Borcherding, 1977). 
The importance of the monopoly assumption is made manifest by the 
further assumption that monopoly bureaus will behave in a manner 
analogous to monopoly firms in the marketplace. The natural tendency 
of monopolists is to engage in monopolistic pricing or price discrimina- 
tion. The monopoly status of bureaus aggravates the problem of evalua- 
ting output since no alternative suppliers exist. Moreover, monopolists 
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in the public sector, it is argued, are granted the ultimate indulgence — 
shelter from the discipline of the marketplace, namely bankruptcy. Asa 
result of this insulation bureaucrats are free to pursue non-pecuniary 
rewards such as long lunches and frequent holidays. It comes as no 
surprise then that studies show that unit costs for similar output are 
higher in public than in private firms and that public firms have the higher 
staff to capital ratio (Orzechowski, 1977). 

What remains is to specify a bureaucrat’s maximand and explore its 
implications. Put another way, how will bureaucrats extract their 
monopoly rents? Some suggest that bureaucrats will maximize the size 
of their bureaus. Bureaucrats in search of budget growth will evaluate 
the performance of any given service solely in terms of its contribution 
to an expanding budget (especially Niskanen, 1971). But bureaucrats 
may also insist on higher quality standards. A preference for new and 
even unknown technologies coupled with an apparently mindless oppo- 
sition to what is simple and familiar manifests itself in what has been 
called “gold-plating’ (Newhouse, 1970; Fallows, 1982). Still others argue 
that bureaucrats value their autonomy and will thus seek to maximize 
their discretion (Migué and Bélanger, 1974). This might account for 
bureaucratic energies devoted to the acquisition and retention of infor- 
mation. Finally, it should be noted that some scholars in this tradition do 
not limit themselves to a single maximand. In one of the earliest formula- 
tions Anthony Downs simply asserted that bureaucrats strive to 
maximize power, prestige, convenience and security (1967, p. 84), an 
attractive formulation that does not lend itself easily to any empirical 
test (Jones, 1975). 


The Niskanen Formulation and Industrial Policy 


Of the various proposed maximands it is fair to say that a bureau’s budget 
has been the most popular. This has largely been due to the work of 
William Niskanen whose Bureaucracy and Representative Government 
has had a significant impact on the thinking of economists. In this book 
Niskanen develops a model of the bureau as a non-profit organization 
financed, in part at least, by grants from a sponsor, normally an elected 
official or an elected body. The relation between sponsor and bureau is 
one of bilateral monopoly: a single purchaser of services (the sponsor) 
faces a single seller (the bureau). In contrast to a profit-seeking firm that 
offers units of output for a price, the bureau offers a set of services in 
exchange for a budget. 

Problems arise over demand for the bureau’s output. Since that 
demand is communicated to the sponsor through the rather imperfect 
mechanism of the electoral process, actual bureau output is unlikely to 
match consumer demand (Niskanen, 1971, p. 27). Instead, bureaucrats 
are inclined to exaggerate demand so that they may press for a larger 
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budget which they can, in turn, use to generate greater output. The result 
is an oversupply of services. Sponsors are at a distinct disadvantage in 
attempting to reverse this process since they are relatively poorly 
informed with respect to the bureau’s production costs, information 
carefully guarded by the bureau. Moreover, it is not clear that the 
reelection of sponsors is tied to the total net benefits of any given service, 
so that incentives to reduce supply are rather weak. On the contrary, the 
rather narrow time horizons of most politicians encourage the premature 
adoption of inappropriate (read expensive) responses (Wolf, 1979, 
pp. 114-15). 

The distorting effects of the bureaucratic provision of service do not 
end with the self-serving practices of bureaucrats. Those who own 
specific factors used in the production of services have a clear incentive 
to advocate higher levels of bureaucratic supply. The same incentive 
exists for those groups in society with a higher demand for a bureau’s 
services and lower taxes. The budgetary review process, as described by 
Niskanen, is completely unable to cope with the effects of this informal 
coalition because too often the interests of budget reviewers and those of 
the coalition are broadly consistent (1971, p. 153). The problem here is not 
with bureaucrats and politicians per se but with institutions that some- 
how fail to harness personal interests to the public good. For Niskanen 
the most obvious bureaucratic alternative (there are, of course, market 
alternatives) is the introduction of competition among bureaus to break 
single-bureau monopoly power. 

What are the implications of Niskanen’s analysis for the conduct of 
industrial policy? At the heart of the analysis, of course, is the convic- 
tion that bureaucracies are, by nature, inefficient and that to entrust to 
bureaucrats any aspect of public policy is to expose it to the tyranny of 
oversupply. Thus we would end up receiving more industrial policy than 
we need supplied by more bureaucrats than necessary. 

But even if the general argument were entirely true in the abstract, it is 
not clear that in reality it covers all of industrial policy. Niskanen intends 
the term “service” to apply to those activities provided to a sponsor by 
its bureau (1971, p. 45), but throughout his treatment of bureaucracy he 
makes it clear that the type of bureau he has in mind is supplying a 
service in a second, more typical, sense. This bureau is discharging a 
public activity on behalf of a client and as such can be considered a line 
or clientele department. Such bureaucracies are ubiquitous, of course, 
but how much industrial policy is likely to be supplied by such a 
department? Any program of subsidies would clearly qualify. Appli- 
cants could be assisted by bureaucrats to meet the program’s criteria, 
and information pertaining to the success of the subsidies in meeting 
their objectives would be in bureaucratic hands. This is already the case 
in Canada with the Department of Regional Industrial Expansion’s 
mega-program, the Industrial Regional Development Program. Other 
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programs, such as those intended to facilitate the transfer of technology 
from government laboratories to industry, similarly appear vulnerable to 
the type of abuse Niskanen has in mind. 

There are other industrial policy instruments, however, that cannot be 
construed as the provision of services. These include the most coercive 
of instruments such as restrictions on capital imports, forced mergers 
and the creation of public enterprises. It is not clear how bureaus 
charged with the deployment of such instruments can exaggerate 
demand for their “services.” Undertakings of this sort are subject to 
debate at the highest political levels and are informed by ancient ide- 
ological divisions. Moreover, the results are relatively easily monitored, 
as illustrated by the outcry that has accompanied aerospace and elec- 
tronics debacles in Britain and France. In cases of “‘heroic”’ industrial 
policy, the bilateral monopoly that Niskanen assumes characterizes all 
bureaucratic-political relations is not as readily evident. In fact, the 
possibility of bureaucratic-political alliance seems much more likely. 
Even Niskanen acknowledges that over time every bureau ‘will be 
constrained to supply the output expected by the sponsor” (1971, p. 42). 
For the major, highly coercive, industrial policy instruments the time 
frame may be very short indeed. 

Ironically, industrial policy may be more problematic for the informa- 
tion bureaucrats do not possess, than for that which they do. The 
technical nature of industrial policy suggests to some that “the most 
serious difficulty industrial policy makers face is the virtually complete 
absence of the information they would need to put into effect the 
economist’s solutions” (Watson, 1983, p. 99). In Canada this point has 
been made by the Economic Council of Canada in assessing the success 
of the government’s aid-to-industry programs (1983). Even here, where 
program decisions can be considered routine, managers are forced to 
make complicated assessments about the likelihood of projects taking 
place without assistance and the chances of them succeeding withit. Ina 
distributive policy environment with a program providing a considerable 
degree of discretion, there is no shortage of critics (e.g., Binhammer, 
McDonough, and Lepore, 1983; Canada, 1984). In nonroutine policy 
settings, where the future of entire industrial sectors is being planned, it 
is farfetched to suggest that bureaucrats have a monopoly on the infor- 
mation needed to make these decisions or a monopoly on the informa- 
tion needed to evaluate them. In short, the delivery of industrial policy, 
as Watson suggests, is not the same as the delivery of family allowance or 
unemployment insurance. This may give pause to the advocates of 
industrial policy, but not for the reasons implicit in Niskanen’s analysis. 

Finally, it is time to ask whether bureaus can always be counted on to 
seek ever larger budgetary allocations. Migué and Bélanger have argued 
that bureaucrats are in fact seeking to increase discretionary income and 
that, therefore, contrived increases in demand for a bureau’s output will 
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not result in greater supply. Beyond the level of output where marginal 
value equals marginal cost, the rents that bureaucrats can appropriate 
are a negative function of output and therefore of budget (Migué and 
Bélanger, 1974). Bureaucrats, they argue, should be content with simply 
increasing demand since this increases discretion. Moreover, it has been 
observed thatbureaus that do succeed in increasing outputs can actually 
face reduced budgets as sponsors reward efficiency with fewer resources 
(Warren, 1975). In short, increased budgets are by no means widely 
sought, nor are they unmixed blessings. When they are granted, the 
reason is frequently that large expenditures, efficient or not, are pre- 
cisely how sponsors wish to manage problems. Expenditures, after all, 
have a symbolic as well as an instrumental value (Edelman, 1967, 
chap. 2). It is the failure to appreciate this, and the significant differences 
among bureaus, that leaves Niskanen open to the charge that he has 
created ‘“‘an ideal-type, a hypothetical, exaggerated, ahistorical bureau” 
(Wade, 1979, p. 355). 


The Breton-Wintrobe Formulation and Industrial Policy 


Inarecent, important addition to the economic view of bureaucracy, The 
Logic of Bureaucratic Conduct, Albert Breton and Ronald Wintrobe seek 
to avoid the obvious shortcomings of earlier analysis by constructing a 
more complex and perhaps more realistic model of bureaucracy. In 
doing so, however, the authors also succeed in showing that the the- 
oretical deficiencies of this literature make it almost impossible to reach 
any firm conclusions about the bureaucracy and industrial policy from 
the point at which the analysis begins. 

Breton and Wintrobe offer a theory of the supply of public services. 
They conceive of bureaucratic life as essentially a trading process in 
which bureaucrats, whether in the public or the private sector, exchange 
the informal services they provide for policy characteristics (1982, pp. 
25-26). These latter are particular features of policy, many of which are 
not required as a matter of logic, but are instead negotiable. In the case of 
subsidies, examples would include the question of precisely who is 
eligible, how they will be paid and so on. These features of policy and the 
perquisites of office (which are often policy characteristics as well) are 
considered the objects that bureaucrats seek to maximize. Thus Breton 
and Wintrobe reject the idea that bureaucrats maximize a specific objec- 
tive function such as the size of their bureaus (p. 27). Moreover, they 
portray bureaucrats as suppliers of services not to some clientele but to 
superiors, some of whom will be politicians. Thus bureaucrats are 
involved in the policy process as contributors, not merely rent seekers. 

They do, of course, expect to be paid. At the heart of the exchange 
relationship which characterizes subordinate-superordinate relations in 
bureaucracies lies the capacity of bureaucrats to engage in “selective 
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behaviour.” Bureaucrats have the capacity to behave efficiently, that is, 
at a rate that exceeds what formal rules imply; inefficiently, worse than 
the formal rules require; or formally, precisely as officially required. 
Thus for Breton and Wintrobe bureaucrats are efficient when they 
supply informal services that achieve the goals of their superiors. Effi- 
ciency then, is a term used in a rather special limited sense. Equally 
important, bureaucrats are not always inefficient as Niskanen would 
have it. They are, rather, selectively inefficient according to the payment 
received in the currency of policy characteristics and the risks involved 
in behaving inefficiently (1982, pp. 42-54). 

The exchanges described above occur within networks which are 
treated as surrogate markets. But “whereas market exchange requires 
law-based property rights, network exchange requires trust-based prop- 
erty rights” (Breton and Wintrobe, 1982, p. 61). Trust is required because 
bureaucratic transactions take place over time and there are no institu- 
tions to enforce commitments. Individuals linked to one another by trust 
form a network which can be larger or smaller depending on such factors 
as educational homogeneity. The authors argue that as vertical trust 
increases, so does the capacity for efficient behaviour, whereas an 
increase in horizontal trust enhances the capacity for inefficient 
behaviour (p. 133). This distinction they put to excellent use in describing 
the practices of Japanese firms and, beyond that, the growth of the 
Japanese economy. 

The final critical element in the Breton-Wintrobe formulation is the 
idea of bureaucratic competition. Departing once again from the earlier 
tradition, they argue that models of bureaucracy based on the presumed 
monopoly power of bureaucrats are seriously deficient. There is, they 
suggest, a market for managers characterized by a considerable amount 
of competition in both the public and private sectors. The authors note, 
however, that this type of competition — competition within bureaus — 

is imperfect. Fortunately, it is augmented by competition among 
bureaus. This latter type of competition, denied by other models of 
bureaucracy, is described as Schumpeterian competition and is equated 
with entrepreneurship. Once again, however, competition of this variety 
is no guarantee of efficient behaviour on the part of bureaucrats. This is 
because the ability to compete depends on a bureau’s capacity for 
selective behaviour and this, by definition, can be used efficiently or 
inefficiently. In short, sponsors will seek to place limits on competition 
where it breaks down trust and hence the capacity of bureaucrats to 
supply informal services efficiently (1982, pp. 128-29). Some degree of 
monopoly may be necessary, after all, to promote innovative activity, a 
conclusion already reached in the context of the optimal market struc- 
ture for innovation (Scherer, 1980). 

While this model of bureaucracy represents an improvement over 
previous formulations, it is useful to recognize its limitations for either 
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understanding or prescribing bureaucratic behaviour in the area of 
industrial policy. One of the objections to industrial policy, as we have 
seen, is that bureaucrats, acting in their self-interest, will distort the 
intentions of politicians and take decisions that are not the most effi- 
cient. All of this will result in an industrial structure less productive and 
less resilient than would have emerged under free market conditions. 
Breton and Wintrobe offer no information that would directly confirm or 
contest this perspective. As they quite candidly acknowledge, “the 
question of whether bureaucracies are efficient is separate and distinct 
from whether bureaucrats are efficient” (1982, p. 164). To know the 
former, they suggest, one must have a theory of the demand for public 
services, aS well as the theory of supply which Breton and Wintrobe 
provide. And these theories must be made consonant with one another. 
At the moment no such integrated theory exists. 

This does not mean that the theory Breton and Wintrobe provided 
cannot be used to outline some of the efficient and inefficient practices of 
bureaucracies and hence explain why some bureaucracies are more 
responsive to political direction than are others. In fact, these authors 
bring the economic study of bureaucracy a considerable distance simply 
by treating organizational structure as a factor of production (1982, 
p. 132), thus acknowledging that changes in both formal and informal 
structures can have an effect on the efficiency of bureaucrats. The image 
of public bureaucracies as chronically inept institutions, an image cele- 
brated in the economics literature, is thus usefully discredited. Similarly 
the idea that private bureaucracies are uncontaminated by inefficient 
behaviour is also undermined. The authors argue that private sector 
bureaucrats, like their public sector counterparts, cannot expect to take 
home the profits of their activity. Instead, both are paid on the basis of 
their superiors’ assessment of their performance (p. 94). Thus incentives 
to behave efficiently are not rooted in some final market-based criterion 
that must be met. Likewise, the idea that the outputs of private bureaus 
can be measured whereas those of public bureaus cannot is strongly 
contested on the grounds that an overall measure of profitability is of no 
assistance in assessing the contribution of a single bureau (p. 117; also 
Alchian and Demsetz, 1972). 

What these analyses show is that while there may be consensus on the 
idea that bureaucrats are self-interested (a consensus that extends 
beyond the economics profession), there is no agreement on what this 
entails with respect to efficiency. The view that public bureaucracies 
exercise a monopoly in the supply of services and suffer certain special 
debilitating afflictions has been challenged. Public bureaucracies may 
still be cumbersome and hidebound but it is not clear that this is inevita- 
ble or that private, corporate bureaucracies are untouched by these 
problems. 

Similarly, there is no consensus on just what bureaucrats wish to 
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maximize. However persuasive, monocausal theories are always open to 
the shock of disconfirming instances. Thus Niskanen’s hypothesis must 
survive the 1980s where bureaucrats are increasingly rewarded on the 
basis of their ability to restrict output and cut spending (Aucoin, 1981). If 
the utility functions of bureaucrats are this malleable, we should develop 
a healthy suspicion of theories that imply inherent and immutable 
pathologies. 

Finally, this literature implies that industrial policy is no different from 
any other policy area and therefore requires no special treatment. For 
this reason there is no direct confrontation between this image of 
bureaucracy and empirical studies of industrial policy. For its adherents, 
none is needed. But to accept this judgment requires one to embrace the 
idea that regardless of the programs and policies adopted there will be 
little variation in the success of industrial policy projects that require 
extensive bureaucratic involvement. Ideology, culture and organiza- 
tional form count for very little. Those who find such a position difficult 
to accept will conclude that this image of bureaucracy is one-sided and 
its implied consequences far from inevitable. 


Image II: Bureaucracy as Penetrated and Incoherent 


The state-led model of economic development envisages the state as an 
economic player pursuing specific industrial objectives on both a macro 
and a case-by-case basis. Bureaucrats not only have discretion in the 
application of regulations and the provision of credit, but use this discre- 
tion to achieve clearly articulated outcomes usually expressed in the 
form of a development strategy. The entire adjustment process is pol- 
iticized and, most important for the bureaucracy, centralized (Zysman, 
1983, p. 91). 

Without necessarily questioning the advisability of such a strategy, an 
array of scholars have offered reasons to be deeply skeptical of its 
workability. They see bureaucracies as typically penetrated and cap- 
tured by interest associations and in continual conflict with one another. 
As such, public bureaucracies cannot be expected to offer advice and 
implement policy in a manner that is anything other than incoherent. 
Certainly industrial policy, with its enormous demands, is quite beyond 
the competence of public sector bureaucrats. 


The Content of the Argument 


At its core this image portrays public bureaucracies as constellations of 
departments and agencies each intent on organizational survival and, if 
possible, aggrandizement. These bureaus pursue narrow, short-term 
goals that typically bring them into conflict with other bureaus for 
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funding, clients or access. As such these bureaus are inherently incapa- 
ble of considering broad allocative questions. Instead, complex deci- 
sions are broken down into simpler components where private, sectoral 
deals are easier to make. No correction is made for “sectoral decom- 
position” because of the tendency within bureaucracies to treat prob- 
lems sequentially (Lindberg, 1977). Thus, if they are entrusted with the 
instruments of industrial policy, no overall consensus on appropriate 
direction will emerge. Outcomes will vary across sectors and over time. 
It is true that the bureaucracy can be counted on to supply some form of 
government in this area, but 


The government supplied will not go in any single direction, but in many 
dependent on the agency and its relationship to its clientele. For the same 
reason it will be nonconsensual and incoherent government. There would be 
no integrating ideology or philosophy, only a set of specific ideologies about 
specific problems. (Peters, 1981, p. 82) 


Evidently this version of the pathology of bureaucracy shares some of 
the assumptions of Image I. Once again bureaucrats seek to maximize 
the interests of their bureaus and adopt policy positions or fashion 
ideologies that are consistent with those interests. But unlike the earlier 
interpretation of bureaucratic beheviour, there is no compulsion in 
Image II to identify a specific maximand. The mere fact that bureaucrats’ 
policy preferences are dictated by a bureau’s interest and little else is a 
sufficient condemnation. Moreover this version of bureaucracy does not 
envisage the relationship between bureaucrat and politician as central to 
the problem of bureaucratic government. The main problem lies in the 
relationship among bureaus (conflictual) and between bureaus and clien- 
tele interests (accommodating). This is a deadly combination producing 
among bureaucrats a restricted range of vision, an unwillingness to 
accept direction, and an inability to sympathize with other points of 
view. 

This image of bureaucracy has had, in recent years, a decisive influ- 
ence on students of foreign policy. Pioneered by Graham Allison under 
the title of the Governmental (or Bureaucratic) Politics model it portrays 
bureaucrats as “players who act in terms of no consistent set of strategic 
objectives but rather according to various conceptions of national, 
organizational and personal goals” (Allison, 1971, p. 144). These “various 
conceptions” are dictated largely by position in the bureaucracy. Each 
bureau has a well-defined interest which is an expression of career goals, 
formal responsibilities and agency ideologies. The bureau’s interest 
gives rise to preferences in each decision situation. The bureaucracy asa 
whole is understood to consist of a host of autonomous agencies and 
independent departments each in pursuit of a parochially defined inter- 
est. Bureaucratic players interact with one another along regularized 
circuits (“action channels” in Allison’s terminology) creating coalitions 
and bargains and engaging in bureaucratic battles. The outcomes of this 
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strategic play are dictated by the relative power of each agency and the 
skill of the various players (in Canada see Nossal, 1979; Schultz, 1980). 

The strength of the bureaucratic politics model lies in the fact that it 
articulates so well with the much older tradition of pluralism in the study 
of politics in general. In fact, Stephen Krasner has argued that “bureau- 
cratic politics applies the logic of pluralism to policy-making within 
government” (1978, p. 27). Just as pluralists envisage society as compris- 
ing myriad groups each seeking influence but none holding a monopoly 
of power, so bureaucracies are understood to comprise separate agen- 
cies engaged in an interminable contest for power but unable to rule 
alone (Rourke, 1976). 

Thus the pluralist version of society and the bureaucratic politics 
version of the state closely parallel one another, and when they are 
drawn together the distinction between state and society begins to fade. 
It soon emerges that some “autonomous” agencies or departments 
actually have a powerful clientele with whom they can potentially 
develop a common attitude toward policy. The nurturing of this clientele 
and the building of organized support for departmental programs 
becomes a preoccupation for bureaucrats (Long, 1966). In fact some 
departments apparently owe their existence to this presumed need for 
functional representation. Known as clientele departments, their basic 
raison d’tre has been to act as feedback agencies. They succeed in 
keeping the major combatants — producers and consumers, labour and 
management — apart while at the same time augmenting traditional 
forms of representation based on electoral constituencies. In its most 
advanced stage this form of government, described by Lowi as “‘interest- 
group liberalism,” encourages the delegation of state powers to clientele 
groups. It is they, or their representatives, who interpret vague regula- 
tions and exercise extensive grants of discretionary authority (Lowi, 
1979). Not only do these enfranchised clientele groups enjoy privileged 
access, but they also exercise considerable decisional latitude with 
respect to those very issues on which their interest depends. 


Implications for Industrial Policy 


If bureaucracy is as incoherent as this image suggests, there are devas- 
tating implications for the capacity of governments to conceive and 
execute policies of industrial adjustment. In the first place, the groups 
created and nurtured by this process will be producer groups bent on 
obtaining and preserving privileged treatment from the state. Once they 
succeed they become what Mancur Olson has called “distributional 
coalitions,” whose main energies are devoted to rent seeking rather than 
productive activities. He has argued at length that the mere presence of 
distributional coalitions will stifle economic growth by establishing bar- 
riers to the movement of factors of production. The accumulation of 
these coalitions and the entitlements they have wrestled from indulgent 
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bureaus eventually choke off economic growth altogether (Olson, 1982). 
Thus it is no accident, according to Olson, that countries such as Japan 
and West Germany enjoyed periods of unparallelled growth in the after- 
math of World War Il. The legacy of that conflict was the dissolution of 
distributional coalitions in each country and the preservation, at least in 
Japan, of the bureaucratic elite now unfettered by previous obligations 
(p. 378). es 

The second implication of Image II is that industrial policy making will 
lack a ‘‘centerpoint from which to shift the direction and priorities 
expressed in the routine accumulation of particular bargains” (Zysman, 
1983, p. 311). The diffuse nature of industrial policy seriously aggravates 
this problem. Even in a parliamentary form of government there are 
multiple bureaucratic sites for elaborate bargaining. And once bargains 
are struck in a bureaucracy organized to support particular producer 
interests, no bureau can be entrusted with authority over the others. As 
Theodore Lowi has observed of the economic powers of the U.S. 
government: 


They seem flexible only because they are numerous. They seem rational 
only because they are specialized. . . . All of them exist separately and 
independently. There is hardly a scintilla of central control because no such 
control could ever be entrusted to any one of them. No governing institution 
possesses central control because in a liberal state a virtue is made of its 
absence. (Lowi, 1979, p. 83) 


Similar lamentations come from Ira Magaziner and Robert Reich who 
describe the process of economic policy making in the U.S. as 
“decentralized and chaotic.” The single most striking feature of Amer- 
ican industrial policy, they argue, is the absence of a single office 
charged with overall responsibility for monitoring world markets, 
increasing industrial competitiveness and easing the burden of adjust- 
ment (1982, p. 258). 

Witha state bureaucracy that is both permeated by organized interests 
and lacking a centrepoint, we should expect an inadequate and/or inap- 
propriate response to economic crisis. According to Theda Skocpol, just 
such a response was forthcoming from the U.S. federal government at 
the onset of the Depression (Skocpol, 1980). Whether or not the New 
Deal represented a break with orthodox economic thought, the U.S. 
administration was in no way equipped to impose on business and labour 
a new regulatory regime that would promote economic expansion. 
Although the administrative system had been largely freed during the 
Progressive era of the patronage control of the parties, its shape and 
content was still dependent on struggles between Congress and the 
President. In a polity based on divided sovereignty “no centrally co- 
ordinated, executive-dominated national bureaucratic state could 
emerge, not even during World War 1” (p. 175). 
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As aresult, the National Recovery Administration had to be created 
de novo. In a manner which has persisted undiminished to the present, 
the NRA, led by a former businessman, recruited heavily from the ranks 
of business. In this manner powerful corporations and trade associations 
were placed in charge of the new regulatory codes which they proceeded 
to employ to freeze the economic status quo. In a similar manner the 
Public Works Administration (PWA) also floundered for lack of autono- 
mous administrative capacity. Charged with spending billions on public 
works projects, the Administration proceeded very slowly and con- 
servatively, aware that their budget was many times in excess of the 
entire federal construction budget in 1930 (Skocpol, 1980, p. 177). Con- 
sequently, the impact of the program was much less than expected. If 
bureaucracy is sometimes used as a synonym for rigidity, the PWA 
experience suggests that the Jack of an established bureaucracy by no 
means ensures flexibility. 

It might be countered, of course, that since these are all U.S. writers 
developing U.S. examples, bureaucratic incoherence is a peculiarly 
U.S. phenomenon. It is unlikely to develop where constitutional 
arrangements provide for a fusion rather than a separation of powers. 
The United States, in short, is possessed of a remarkably weak state 
which, when it acts, does so by fits and starts followed by long periods of 
consolidation and policy drift. 

This line of argument has been employed in the area of social policy 
(Leman, 1977), but it does not fit industrial policy quite so well. First, it 
appears to be in the nature of industrial policy that responsibilities 
should be dispersed. As was pointed out earlier, the lack of consensus on 
the meaning of either “industrial” or “policy” has encouraged broad 
inclusive conceptions that resist intellectual moulding and consensus. 
Thus even where constitutional principles do not discourage centraliza- 
tion of economic policy making, industrial policy making, which is by 
definition sectoral and selective, can nonetheless prove highly resistant 
to it. Second, where the locus of economic policy making is centralized, 
but in a bureau without strong links to business and labour, the result has 
been a significant downgrading of the whole idea of industrial policy. 
Under these circumstances debate over industrial policy can easily 
degenerate into a purists’ battle between those who seek to preserve the 
sanctity of markets and those who believe in the creativity of hierarchy. 

To some degree the experience of both Britain and Canada illustrates 
these developments. In Canada the undisputed centre of economic 
policy making is the Department of Finance (Phidd and Doern, 1978). Its 
primary concern has been demand management, and it has demon- 
strated steadfast loyalty to neoclassical economic orthodoxies. None- 
theless, the Department of Finance does not control all economic policy 
making. On the contrary, it watched in horror during the 1970s as a 
variety of centres of economic expertise were created in the federal 
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bureaucracy, some of them specifically to defend consumer and pro- 
ducer interests, others to supplement the essentially short-to-medium- 
term orientation of the department’s economic advice. But no depart- 
ment or agency has emerged to coordinate industrial policy in the 
manner that the Department of Finance conducts macroeconomic pol- 
icy. The result has been classic disputes over the viability and appropri- 
ateness of industrial policy (French, 1980) and the absence of any 
coordinating core (Abonyi and Atkinson, 1983, pp. 114-15). 

In Britain, arguments over industrial policy also tend to revolve 
around the stark choice between market and bureaucratic solutions. 
Here too the deep commitment of the Treasury to automatic, mac- 
roeconomic responses to changing economic circumstances has stood 
firmly in the way of industrial policy (Blank, 1978). As a result, old 
institutions are ill-placed to manage intervention when, as in the case of 
North Sea oil, it is forced upon them (Zysman, 1983, p. 203). Once again, 
it appears to be the nature of industrial policy that it cannot be conducted 
in the traditional arm’s length fashion without the bureaucracy even- 
tually coming to rely on business for information and direction. As for 
anticipating structural change, the British civil service appears incapa- 
ble of acting with any effectiveness via sectorally oriented bureaus. The 
overall inclination seems to be to proceed on a case-by-case basis, not to 
reorient the economy but to relieve the immediate source of discomfort. 
In fact, the more able an agency becomes in selective intervention, the 
more vulnerable it becomes to reorganization or the threat of abolition 
(Wilks, 1983, p. 135). 

Middlemas has located Britain’s difficulties at the political apex argu- 
ing that “the structural problem is that industry as a whole has no 
thematic focus in cabinet to match the economic directorate [the Trea- 
sury]” (1981). But it is likely that the problem runs deeper still. The 
Fulton Report notwithstanding, there continues to be a “fundamental 
separation of the public service from occupations in industry”’ 
(Coombes, 1982, p. 69). Moreover, the training and traditions of the 
administrative elite in Britain have nurtured a strong antipathy toward 
economic intervention. This antipathy, John Armstrong has argued, is 
closely connected to the deficiencies of an Oxbridge-centred administra- 
tive education. Intervention is resisted because it would, in the first 
instance, reveal the inadequacies of this elite and, in the second, would 
inevitably entail the creation of an elite corps of technocrats whose very 
presence would disturb the rather comfortable homogeneity (some 
might say mediocrity) of the present administrative setting (Armstrong, 
1973). 

For writers in this tradition the incoherence of bureaucracy is not 
simply a matter of constitutional form. Incoherence may be more pro- 
nounced in the United States but it is certainly not confined to that 
country. The economies of all OECD countries are complex entities 
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where decisions can frequently be managed only by breaking large 
issues into simpler components and treating these separately. This is all 
the more the case given the international dimension of industrial policy, 
which inevitably draws the interests of other nations into any economic 
calculations. This style of decision making has its advocates (e.g., 
Lindblom, 1965), but the point is that it is not the style envisaged in 
models of state-led growth. 


The Persuasiveness of This Argument 


Of the many lines of objection that might be offered to the view that 
bureaucracies are invariably divided, penetrated, and incoherent, two 
seem particularly important in the context of industrial policy. The first 
of these is that altogether too much emphasis is placed in this formula- 
tion on the role of bureaucracy in fashioning industrial policy, while 
insufficient attention is paid to the role of politicians. In the context of 
U.S. foreign policy, for example Amos Perlmutter (1974) and 
Jerel A. Rosati (1981) have argued that a preoccupation with bureaucra- 
tic conflict risks underestimating the role of the President and Congress. 
This argument is even more compelling in a parliamentary system where 
politicians have the constitutional means, if not necessarily the will, to 
bind bureaucrats closely to political objectives. 

Put another way, the absence of a coherent industrial policy may have 
more to do with the absence of a political consensus than with an 
incoherent bureaucratic design. In fact, the “endemic and pervasive 
conflict” (Schultz, 1980) that bureaucratic politics theorists divine in 
most decision settings may itself be a response to a political vacuum or 
to intense ideological conflict. Moreover, bureaucratic conflict, where it 
does exist, is not necessarily the creation of bureaucrats. The problems 
of industrial policy are not equally tractable from state to state, and 
divisions within society over appropriate responses may be deep enough 
to leave both bureaucrats and politicians unable to fashion a politically 
acceptable alternative quite irrespective of organizational design. 

Industrial policy in Britain is a case in point. Here industrial policy 
issues are highly politicized and subject to routine tests of ideological 
purity. Party conflict over economic policy is institutionalized so that 
neither labour nor industry can effectively be barred from the political 
stage. So salient and politicized are industrial policy issues in Britain 
that bureaucrats make a practice of retreating quickly to the safety of 
precedent and market-based assessments (Grant and Wilks, 1983, p. 25). 
Thus it is not only arecalcitrant bureaucracy or the presence of producer 
groups exercising policy vetos that has prevented Britain from fashion- 
ing and using instruments of industrial policy. Policy paralysis is also the 
result of “an inability to find terms on which to make a deal about the 
nature of state intervention” (Zysman, 1983, p. 209). This is aggravated in 
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Britain by divisions within the ranks of business and the decentralization 
of organized labour. As Katzenstein has observed, “the organizational 
fragmentation of Britain’s private sector is striking” (1978, p. 310). Of 
course a reorganization of bureaucratic structures may change this, but 
the point of this objection is that it is not simply the form of the state that 
leads to coherent or incoherent policy, but the content of the debate and 
the presence of agreement or disagreement on whose interest shall be 
sacrificed and whose preserved (Gourevich, 1978). 

The second line of objection to Image II concerns relations among 
bureaus themselves. Simply put, it is not immediately evident that 
bureaus must always be in conflict. Cooperation and coordination across 
formal bureaucratic lines is by no means unknown. In fact, the presence 
of informal networks (trust networks for Breton and Wintrobe, 1982) 
itself warns against a preoccupation with agencies and bureaus as iso- 
lates. Beyond that, Robert Goodin (1975) has argued that a conflict of 
interest among bureaus does not necessarily induce a behavioural con- 
flict. Not all issues are zero-sum, and there are frequent opportunities for 
compromise, even in industrial policy situations where policy decisions 
are complex. More important, not all bureaucrats have the same stake in 
an issue, and for those whose stake is low, the benefits of engaging ina 
bureaucratic fight, even if it can be won, may not warrant the costs or the 
risks. Considerations such as these go some distance toward explaining 
why wholesale bureaucratic conflict did not characterize the selection of 
a new fighter aircraft in Canada even though the bureaus involved had 
different interests and (ultimately) different preferences (Atkinson and 
Nossal, 1981). 

Stories of successful coordination within the realm of industrial policy 
may not abound, but they do exist. France, for example, its reputation 
for centralized direction notwithstanding, has had considerable diffi- 
culty in overcoming the problems posed by the multiplicity of compart- 
mentalized agencies involved in the industrial policy process. The solu- 
tion has been the creation of interministerial committees that have 
introduced a much needed measure of coordination to industrial policy 
(Green, 1983, pp. 173-81). These committees have been established to 
cope with problems of industrial decline, to pick winners by providing 
help for the strong, exceptional firms, and, perhaps most significantly, to 
engage in strategic planning by selecting areas in which France should 
strive to attain international competitiveness. They are important organ- 
izational innovations in themselves, and in addition these committees 
have established fast and flexible procedures to enhance their efficacy. 

Most bureaucracies may in fact be organized anarchies, unclear about 
their objectives and irrationally committed to existing policy instru- 
ments. The present array of bureaucratic forces in Canada in the indus- 
trial policy field suggests that these qualities and the force of Image II 
apply to a considerable degree. This problem is tractable, in Canada and 
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elsewhere, but only if industrial policy is given a place of prominence on 
the political agenda. The French example is instructive: “Coordination 
did not . . . become a reality until industrial problems were accorded 
political importance. . . .” (Green, 1983, p. 175). Too often bureaucratic 
drift is simply a product of political disarray (Self, 1972, p. 181; Goodsell, 
1983; Coombes, 1982, pp. 68, 71). 


Image Il: Bureaucracy as 
Technocratic and Unaccountable 


Could it be that the problem of bureaucratic government is not that it is 
weak and ineffectual, but that it is, instead, robust, autonomous and 
unaccountable? In recent years observers of bureaucracy from diverse 
academic perspectives, including sociology, public administration, and 
political science, have pointed to the rise of an insular bureaucratic elite 
capable of manipulating politicians and jealous of its exercise of public 
authority (Etzioni-Halevy, 1983). While doubtless exaggerated in this 
form, this characterization of bureaucracy poses a different kind of 
problem for the formation of industrial policy. Concern that industrial 
policy decisions will be unfair, incoherent and contradictory (Watson, 
1983), in short excessively politicized, gives way to the fear that deci- 
sions will not be politicized enough (Kaufman, 1981). Developed in 
closed, secretive fashion and subject to some unknown professional 
standard, industrial policy falls into the hands of bureaucrats who pos- 
sess not merely a monopoly of information, but a monopoly of skill 
(Bendix, 1945). 


The Content of the Argument 


The bureaucracy portrayed in Image II is dependent on social forma- 
tions, especially interest groups, for information and cues about accept- 
able policy. In particular, those with financial and political resources 
have to be accommodated to the point of permitting them to exercise the 
powers of the state. Indeed, the division between state and society 
begins to melt away, and the state becomes merely the battleground on 
which societal conflicts are fought and the winners duly confirmed. The 
bureaucracy is always someone’s handmaiden. In direct opposition 
to this view the third image of bureaucracy begins by reasserting the 
state/society distinction. It portrays state officials in general, and 
bureaucrats in particular, as singularly able to exert their will on society 
and leave their unique stamp on public policy. The problem is that 
ordinary political values, including the distributive implications empha- 
sized in Image II, are no longer as evident. The prospect for industrial 
policy is that bureaucrats will make colossal errors of judgment yet 
escape responsibility. 
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This image of bureaucracy asserts that the authority possessed by the 
state is fundamentally different from the authority possessed by other 
social organizations. For one thing the state is a compulsory organiza- 
tion that claims control over territories and people (Skocpol, 1982, p. 16). 
It is the uniqueness of state power and the fact that it cannot be distilled 
into class or group relationships that allows the state/society distinction 
to be made and the image of autonomous bureaucrats to emerge. Schol- 
ars such as Trimberger (1978) and Heclo (1974) have documented the 
exercise of this autonomy: Trimberger by showing how bureaucrats used 
state power to reorient economic development in Japan, Turkey, Egypt 
and Peru; Heclo by detailing how bureaucrats in Britain and Sweden 
eschewed the status quo and successfully pressed on politicians and 
interest groups significant social policy innovations. Of course the idea 
that bureaucrats act on their own preferences was a critical element in 
Image I. But in the case of Image HI public officials seek not only private 
goals but also other, more general, societal goals frequently described in 
terms of the public interest. Under these conditions the interests of state 
officials cannot be reduced to their immediate or long-term material 
gain, nor can they be said to represent a mere reflection and con- 
densation of the contradictions of capitalist society (cf. Poulantzas, 
1975). 

Many of those who have spent a considerable time observing 
bureaucrats in Western democracies have arrived at a similar image of 
autonomous bureaucrats: 


Can there really be much doubt who governs our complex modern soci- 
eties? Public bureaucracies are responsible for the vast majority of policy 
initiatives taken by governments. . . . Ina literal sense the modern politi- 
cal system is essentially “bureaucratic” — characterized by the “rule of 
officials.”’ (Putnam, 1975, p. 87) 


But none of this tells us how this autonomy is achieved. According to 
one line of argument (closely allied to that in Image 1) it derives from the 
growing importance of technical expertise in policy initiatives and the 
monopoly bureaucrats hold on this expertise. There are other factors, of 
course. Politicians do not have the time or the inclination to become well 
versed in the natural, managerial or social sciences, and parliaments are 
typically without the surveillance mechanisms or the resources that 
would permit a genuine review of “technical” decisions. Still, this image 
of the bureaucracy lays greatest stress not on the deficiencies of political 
institutions, but on the transformation of bureaucrats into technocrats 
and the consequent loss of political control which that entails. 
Nowhere has the fear of technocracy been as pronounced as in France 
where a homogeneous elite, ostensibly trained in technical subjects at 
the Ecole polytechnique and the Ecole nationale d’administration, has 
occupied senior posts in all of the critical institutions of the Republic. 
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This elite, it is alleged, eschews ideological discussions in favour of 
“radical pragmatism” and concentrates exclusively on means, never 
looking beyond “the concrete realizations of the Constantine plan” 
(Cohen, 1977 pp. 46-48). But France represents merely the cutting edge. 
Even in the British civil service, renowned for its celebration of the 
enlightened “amateur,” efforts have been made to improve the status of 
scientific and technical personnel (Putnam, 1976, p. 208). The impact on 
democratic values within bureaucracies has been striking. Working with 
data drawn from Britain, Germany and Italy, Putnam has confirmed that 
technically trained officials do place more emphasis on productivity and 
efficiency questions than on distributive issues and questions of social 
justice. Moreover, they tend to be impatient with “political” pressures, 
viewing these as primarily irrational and disruptive (Putnam, 1977). 
But whatever the rhetorical appeal of this vision of a technocratic 
elite, the real threat posed by the transformation of bureaucratic elites 
probably rests more with their absorption into the political arena than 
with their rejection of it (Atkinson and Coleman, 1985). Observers of 
politicians and bureaucrats in Western democracies have drawn atten- 
tion to a growing willingness on the part of senior bureaucrats to admit 
that political considerations need to be incorporated into ostensibly 
technical decision making. This gives rise to what Heclo, in the context 
of U.S. bureaucracy, has referred to as the politicization of bureaucracy 
and the bureaucratization of politics (Heclo, 1977, chap. 2). The barrier 
between politics and bureaucracy, so clearly drawn by Weber at the turn 
of the century, today can barely be found. Studies in a variety of 
countries all point to a convergence of roles and the establishment of a 
sense of mutual reliance and personal trust between bureaucrats and 
politicians. Heclo and Wildavsky have described a policy-making com- 
munity in Britain where politicians and bureaucrats function, “some- 
times in conflict, often in agreement, but always in touch and operating 
within a shared framework” (1974, p. xv). Suleiman has similarly 
described a “politico-administrative hierarchy” in France where tradi- 
tional divisions between politicians and civil servants are breaking down 
(1974). In Canada, Campbell and Szablowski have concluded that “‘the 
distinction between bureaucrats and political participants in the policy 
process simply does not exist in many crucial decision-making settings” 
(1979, p. 201). 
What is being described in these studies is the growth of a policy 
oligarchy. What are its foundations? The first of these is probably the 
technical nature of much policy discourse, a development discussed 
above, that forces politicians to rely more heavily on bureaucrats. 
Second, there is a growing similarity in the career paths of politicians and 
bureaucrats, especially in France (Dogan, 1979), the United States 
(Heclo, 1977) and Japan (Johnson, 1982). Third, there has been an 
increase in the use of coordinating institutions, or central agencies, 
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charged with meeting the needs of politicians for usable knowledge at 
appropriate junctures in the policy process. In Canada, where this 
organizational innovation has enjoyed considerable popularity, the 
result has been the creation of a stratum of bureaucrats eager and able 
‘to operate as effective political actors in the ministerial-bureaucratic 
milieu”’ (Campbell, 1983, p. 296). Fourth, while the claim of bureaucrats 
to participate in policy may rest on their expertise, it no longer seems 
plausible to expect bureaucrats not to care about the content of the 
policies they are enacting. To the degree that bureaucrats become mission- 
committed, traditional barriers between policy and administration begin 
to fade, and bureaucrats and politicians emerge as allies rather than foes 
(Goodin, 1982; cf. Image 1). 


Implications for Industrial Policy 


Advocates of industrial policy should find this image of bureaucracy 
quite attractive. The idea that bureaucrats are becoming more profes- 
sionalized, more sensitive to political considerations and more tech- 
nically able bodes well for industrial policy where technical and political 
considerations must both be given weight. It comes as no surprise then 
that students of industrial policy argue that state-led strategies of adjust- 
ment will require bureaucracies with centralized power, autonomy from 
legislatures and technical competence (Zysman, 1983, p. 300). It is this 
type of autonomous state bureaucracy that can resist the demands of 
unwelcome interests and pilot state initiatives in the marketplace with 
some measure of confidence. These bureaucrats are by no means easy 
prey for rent-seeking producer associations. Moreover, where 
bureaucrats feel that they share with politicians responsibility for the 
conduct of economic policy, the prospects for industrial policy appear 
brighter still. Kenneth Dyson, in comparing Britain and Germany, 
attributes the superior performance of the German government to the 
convergence of organizational and policy skills at the apex of the 
politico-administrative hierarchy in Bonn (1977, p. 63). 

Unfortunately, even if it were to be agreed (for the moment) that 
several states were on the threshold of developing a cohesive, cen- 
tralized, capable bureaucracy, it is not clear that all industrial policy 
goals would be well served. France is a case in point. The centralization 
of the state bureaucracy and its partial insulation from domestic pres- 
sures have offered an ideal opportunity for concerted action. The close 
connection between career senior bureaucrats and the Gaullist and 
Giscardian parties during the 1970s further narrowed the channels of 
influence and enhanced bureaucratic autonomy. Coordination of indus- 
trial policy was made vastly easier by the grand corps tradition, the 
recruitment of the top graduates from select schools which provided 
networks that virtually dissolved bureaucratic boundaries (Suleiman, 
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1974). Finally, the French state, because of its unique relationship to the 
banking community, possessed the capacity to direct public funds and 
private investment toward specific ends (Zysman, 1983, chapter 3). 

Arguably the creative use of the state power has given France one of 
the most robust economies in Europe and a growth rate which, before 
1973, rivalled that of Japan. Certain industries — oil and steel, for exam- 
ple — for a time profited from massive infusions of investment directed 
by acentralized administration. And yet, as Zysman has demonstrated, 
the same strategy failed miserably in the case of electronics. Here the 
rapid pace of technological development made central direction inap- 
propriate. The tactics that had worked so well in the other sectors — the 
establishment of national champions with guaranteed markets and ready 
flows of capital — could not insulate the electronics industry in France 
from the rigours of international competition. Zysman draws the con- 
clusion that the structure of the state bureaucracy should correspond to 
the structure of an efficient firm in the sector being organized (1977, 
especially chap. 7). Unfortunately the state bureaucracy, particularly, 
one might add, a centralized state bureaucracy, is seldom so malleable. 

Quite apart from the appropriateness of state structure, the goal of 
state policy in the electronics industry, namely technological self- 
sufficiency, showed very little realism. Not only is this goal itself some- 
thing of achimera, but France had virtually no comparative advantage in 
the broad range of computer equipment targetted. Zysman accuses state 
officials in France of giving in to “simple insecurity” and national 
prestige considerations (1977, chap. 5). Others see the electronics experi- 
ence as just one example of French industrial policy in the 1960s, a policy 
that in general paid no attention to comparative advantage (McArthur 
and Scott, 1969). In either event, all of the putative advantages of the type 
of bureaucracy embodied in Image III are no guarantee of success for 
strategies of state-led industrial growth. 

If the bureaucrats of Image III are, for all of their expertise, still 
fallible, does the area of industrial policy pose any special accountability 
problems? Certainly the technical considerations attendant upon most 
industrial policy decisions would suggest so. Even routine disburse- 
ments under subsidy programs require careful calculation with respect 
to a firm’s viability and the likelihood that a proposed investment would 
have occurred without the subsidy. Manuals are of limited assistance 
and, in any event, the rules are normally far from precise. Instead 
bureaucrats must know and respond to both technical and political 
considerations, a situation plainly anticipated by exponents of Image II. 
Listen to Chalmers Johnson describe the Japanese situation: 

One of the great strengths of Japanese industrial policy is its ability to deal 

with discrete complex decisions without first having to find or enact a law 

that covers the situation. Highly detailed statutes serve the interests pri- 

marily of lawyers, not development. (1982, p. 319) 
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One might observe, perhaps cynically, that political institutions like the 
Diet are also rather tedious and seldom serve the interests of develop- 
ment. In fact, Johnson concludes that in Japan both the legislative and 
judicial branches have been reduced to “safety valves” called upon 
when needed to discourage the numerous interest groups that, if catered 
to, would only distort the priorities of the developmental state (1982, p. 315). 

The accountability implications of this attitude are rather ominous, 
but perhaps the fact that many industrial policy decisions are nonroutine 
and hence visible to politicians and constituents will be a mitigating 
factor. Certainly Aberbach and his colleagues have suggested that where 
issues are highly politicized the autonomy of public servants will be 
seriously reduced (1981, p. 250). Cases of massive industrial rescue 
would appear to bear this out. Yet technical questions are still important. 
Moreover, there is little to prevent politicians and bureaucrats from 
agreeing to the expedient of defining political problems as essentially 
technical ones. 

But perhaps the most important implication of industrial policy for 
matters of accountability lies in the fact that it involves winners and 
losers and uncertain outcomes. Successful projects are seen as such 
only years later when most politicians and many bureaucrats are not 
around to claim credit. Closed plants and lost jobs on the other hand are 
immediate. For that reason, even if politico-administrative communities 
exist and politicians and bureaucrats are willing to use them to plan 
industrial change, there is no incentive to make the plans widely known. 
The covert nature of the system, plus the wide discretionary powers 
inherent in industrial policy, leave the autonomous state bureaucracy 
wide open to corruption, something that has occurred on occasion in 
Japan. 


The Persuasiveness of This Argument 


Do most countries possess technically competent, homogeneous, politi- 
cally sensitive, centralized bureaucracies poised to assume the responsi- 
bility of fashioning and implementing an industrial policy? This is a 
difficult formula but there are certainly those who see it as a necessary, if 
not sufficient, condition for state-led policies of economic growth. And 
to the degree that this image of bureaucracy is approximated in real life, 
France and Japan are the favoured examples of just such a bureaucracy 
and just such a set of policies (Katzenstein, 1978; Zysman, 1983). 
Unfortunately neither of these examples stands up entirely to sus- 
tained scrutiny. In France, for example, planning documents have 
acknowledged that the diffuse quality of industrial policy and (con- 
ventional wisdom notwithstanding) the fragmentation of bureaucratic 
authority have combined to thwart ambitious across-the-board indus- 
trial policies. The Sth Plan made precisely this observation in acknowl- 
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edging that “‘too great a dispersion of administrative centers of decisions 
in particular constitutes an obstacle to rapid decisions which are often 
called for...” (cited in Estrin and Holmes, 1983, p. 135). The 
incoherent character of French industrial policy during the heyday of 
state guidance is a picture painted by others (e.g., McArthur and Scott, 
1969) who note that the coordination of state intervention was too loose 
to possibly have the intended dramatic effects. In addition, dirigiste 
industrial policy has not always enjoyed consistent political support. 
With the advent of the Socialists, the strategy of international challenge 
embodied in much of the rhetoric and reality of Gaullist policy had to 
compete with pressure to “reconquer internal markets” (Estrin and 
Holmes, 1983, p. 143). Thus even if a symbiotic relationship between 
politicians and bureaucrats in France has survived the change of power, 
and the dirigiste style remains, it 1s not clear that the content of French 
industrial policy will go unchallenged. 

Just as important is the fact that the French bureaucracy does not 
appear to be immune from the kinds of internal conflicts portrayed in 
Image II as central to the bureaucratic experience. In fact, Vincent 
Wright has described the French bureaucracy as “particularly prone to 
internal tension and dissensions. It is characterized not by uniformity 
but by diversity and fragmentation” (1974, p. 48). Struggles between the 
Ministry of Finance and the spending ministries parallel experiences 
elsewhere, while rivalries among the various corps contribute yet 
another obstacle to coordination (Wright, 1978). To this is added the fact 
that the French pursuit of high technology has occasioned the develop- 
ment of sector-sensitive instruments which in turn have fostered clien- 
tele relations (Vernon, 1974, p. 13). 

The Japanese experience has been similar. The rise of the major 
economic bureaucracies — the Ministry of International Trade and 
Industry (MITI) and the Ministry of Finance in particular — has been 
marked by numerous jurisdictional disputes and debates over appropri- 
ate policy. Johnson describes these disputes as “the very lifeblood of the 
Japanese bureaucracy” (1982, p. 320). They raise the question, however, 
of the degree to which Japanese industrial policy is either centralized or 
coordinated. Once again, the diffuse character of industrial policy has 
meant that a variety of agencies and ministries — Transport, Labour, the 
Bank of Japan, the Fair Trade Commission — have claimed at least some 
of the responsibility for industrial policy. Fierce loyalty to the organiza- 
tion, referred to by Breton and Wintrobe as vertical trust, can lead to 
“sectionalism of perhaps a more rigid kind than in other bureaucracies” 
(Trezise with Suzuki, 1976, p. 787). The practice of rotating ministers, on 
the other hand, has done nothing to strengthen cabinet control. More- 
over, it is this bureaucracy, and particularly MITI, that has, on occasion, 
bowed to local political pressures (shipbuilding), applied rules without 
discrimination (export incentives), offered familiar but inappropriate 
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prescriptions (cartelization of the cotton textile and apparel industry), 
and lavished attention on industries that had little potential for dynamic 
growth (coal) (Tresize and Suzuki, 1976). 

None of this means that Japan has not adopted a state-led economic 
development strategy under the direction of an exceptionally talented 
economic elite. But this system of bureaucratic rule is not immune from 
the debilitating effects of competition and bureaucratic infighting. It is 
partly this, but also the presence of other distinctive Japanese institu- 
tions, including amakudari (“descent from heaven’’) and keiretsu (the 
oligopolistic organization of industry), that has led some to wonder just 
how important the structure of the state bureaucracy has been (Hills, 
1983, p. 70). MITI’s influence, in particular, seems to be limited to 
industries in the “‘decline” or “growth” stage, while established indus- 
tries — auto, steel and computers — escape much direction. MITI has 
also had its influence curbed with the internationalization of Japanese 
capital. This has reduced the leverage of the state, and the state itself has 
become subject to international pressure both to conform to the General 
Agreement on Tariffs and Trade and to restrain exports. Finally, even if 
the Japanese bureaucracy Is given credit for the country’s “economic 
miracle,” it is not entirely clear that having achieved the status of 
“fastest of the followers” it can now become an industrial leader. As 
Zysman has observed, “state guidance may be more effective for 
organizing high growth catch-up than for trailblazing into the future” 
(1983, p. 315). 

With these cautionary tales in mind we can have a final look at 
bureaucratic-political relations, the symbiosis that lies at the heart of 
Image HI. This portrait, it will be recalled, draws considerable strength 
from the observation that politicians and bureaucrats have experienced 
a convergence of roles conducive to concerted action by the state, but 
threatening to democratic sensibilities. In what is arguably the most 
penetrating empirical assessment of this issue, Aberbach, Putnam and 
Rockman conclude that, while ‘contested territory” exists, there is still 
a division of labour between bureaucrats and politicians in Western 
democracies. Civil servants continue to prefer consensus and incremen- 
tal adjustment while their political colleagues remain passionate, ide- 
alistic and ideological. Bureaucrats are more attentive to narrow, sec- 
toral interests while politicians still think in terms of political principle 
and political advantage. Matters are changing in some realms — for 
example, civil servants appear to be increasingly important in the critical 
areas of planning, budgeting and coordination — but bureaucrats and 
politicians are not simply interchangeable, at least not yet (Aberbach, 
Putnam, and Rockman, 1981, chap. 1). This is very important for indus- 
trial policy. If politicians remain distinctive actors, possessed of a legit- 
imacy ultimately denied to bureaucrats, it is unlikely that the latter (in all 
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but the most exceptional cases) will be able to substitute a bureaucratic 
version of industrial development for one that has been fashioned by 
politicians. 


Conclusions 


Each of the images of bureaucracy presented here has sought to highlight 
a particular feature of bureaucracy that would limit its capacity to 
intervene in the marketplace on the side of economic growth. Many of 
the authors discussed have drawn their conclusions on the strength of 
their knowledge of a single bureau or a single country. For this reason, 
each of the images seems to have only limited applicability. This plainly 
reduces the usefulness of any single formulation and it is probably 
prudent to acknowledge that all bureaucracies are, to differing degrees, 
inefficient, incoherent and unaccountable. The elimination of all of these 
pathologies is, at best, a naive wish, while the elimination of one of them 
might simply invite, in larger measure, the problems posed by the 
others. This prompts one conclusion about bureaucrats, one conclusion 
about politicians, and one conclusion about the images themselves. 

About bureaucrats and bureaucracies it should be said that we are 
very far indeed from prescribing a single appropriate organizational 
design for purposes of industrial policy. As Zysman has shown in the 
case of France, what is good for one sector may be devastating for 
another. The same observation holds for different countries facing dif- 
ferent problems. Some time ago Alexander Gerschenkron pointed out 
that the institutional needs of early industrializers such as Britain dif- 
fered markedly from those of later industrializers such as France and 
Germany, while the needs of these latter countries could not be equated 
with those of even later industrializers such as Korea and Brazil (1962, 
chap. 1). If there are no single trajectories of industrial development, it 
would seem rash indeed to insist upon a single organizational formula. 

This does not mean that the structure of the bureaucracy and the 
composition of the politico-bureaucratic hierarchy will have no impact 
on the success of state-led development strategies. It merely cautions 
against simple formulae and high expectations. Most important, the 
bureaucratic design should not be monolithic. Inasmuch as industrial 
policy is essentially sectoral in design, every consideration should be 
given to the industrial organization of the sector and, crucially, to the 
precise goals that are sought by the state with the instruments available. 
The absence of any example of unqualified bureaucratic success under 
all conditions offers a strong case for flexibility in organizational design. 
The diffuse and technical nature of industrial policy provides whatever 
further inducement is needed. 

The second conclusion pertains to politicians. What Images II and HI 
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show (more by their weakness than their strength) is that even able 
bureaucrats armed with all of the leverage that a centralized state 
structure offers cannot generate the consensus and vision upon which 
industrial policy depends. Only politicians can do that. Everywhere it 
has been employed, industrial policy has occasioned controversy and 
conflict, but it appears to have worked well only where politicians have 
either negotiated or imposed a consensus among producer groups on the 
extent and aims of state action. Where this has not been accomplished, 
as in Britain, only part of the responsibility can be laid at the door of 
“inappropriate” political-bureaucratic institutions. These latter may 
facilitate the formation of governing coalitions, but they cannot sub- 
stitute for them. 

Finally, can bureaucrats themselves be trusted to deliver the industrial 
policy desired by politicians? According to Image I, bureaucrats will 
first of all suit themselves. Yet there is no convincing evidence that in 
suiting themselves bureaucrats will not, in fact, meet the political objec- 
tives set for them. Because Image I does not allow for bureaucrats to 
seek a maximand in which the public interest is served, it imposes by fiat 
a premature closure on the matter. The pathologies described in Image I 
should, of course, be resisted but there is no reason to believe that such 
resistance is bound to fail. 

According to Image II, even if bureaucrats wished to provide their 
services efficiently, industrial policy would founder on the shoals of 
incoherence. But once again the evidence is far from conclusive. It is 
probably true that industrial policy poses particularly serious coordina- 
tion problems, but the barriers to bureaucratic cooperation are not 
insurmountable. It is much more likely that where it exists bureaucratic 
incoherence is areflection of political disarray. And without the requisite 
political leadership, bureaucrats can be excused for imposing their own 
objectives. 

For adherents to Image III the answer is yes, bureaucrats can deliver 
industrial policy, but in so doing they are likely to escape responsibility 
for the outcomes. Bureaucrats in Canada are shielded by conventions of 
ministerial responsibility, but to that has been added a host of other 
means of spreading the risks associated with picking winners and declar- 
ing firms and sectors redundant. Chief among these is the expansion of 
the industrial policy process. While the first two images of bureaucracy 
concentrate on bureaucrats themselves and bureaucratic structure, 
Image HI contains the view that a complete understanding of what 
Katzenstein has called the policy network can come only by examining 
the relations bureaucrats maintain with private sector actors. These 
relations are becoming more complicated, because of the need to accom- 
modate an increasing number of interest groups, and more compartmen- 
talized, because of a growing sectoralization of all forms of policy 
making (Richardson, 1982, p. 197). 
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Industrial policy thrives when it is based on what McKay and Grant 
call “‘a broad acceptance by private investors of the need for government 
intervention” (1983, p. 1). Bureaucrats who have the qualities described 
in Image III can be relied upon to cultivate this broad acceptance and to 
create small sector-specific policy communities far away from the par- 
tisan battle. This may be the only way in which industrial policy can 
achieve a measure of success in Canada. Thus, rather than become 
preoccupied with the bureaucratic weaknesses that lie at the centre of 
our first two images, it is the problems associated with bureaucratic 
strength that should command the attention of industrial policy advocates. 


Note 
This paper was completed in August 1984. 
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The Effects of Business-Government 
Relations on Industrial Policy 


ANDREW B. GOLLNER 


Give me good politics and I shall give you good economics. 
Baron Joseph Dominique Louis, 
Minister of Finance under Louis XVIII 


The objective of this paper is to present a set of conclusions, drawn from 
a comparative review of the literature, on the question: what kinds of 
business-government relations are conducive to what kinds of industrial 
policies? The countries examined were: Canada, the United States, the 
United Kingdom, France, West Germany and Japan. 

The review explored the literature along a number of distinct bound- 
aries. It surveyed four general ““macro” theories — pluralism, elitism, 
corporatism and Marxism — each of which claims, on very different 
grounds, that business-government relations in any society are the prod- 
ucts of that society’s prevailing social structure and ideology. The review 
also looked at some “‘meso” or middle-level theories of financial sys- 
tems, of state structures and of economic development and at how each 
of these claims to explain the prevailing relationship between business 
and government concerning industrial policy. Finally, the review also 
examined some “micro” theories that derive their explanation from 
some of the internal characteristics of the parties involved (e.g., the 
failures or successes of business leaders to be socially or politically 
responsible, the failures or successes of government decision makers to 
be responsive to the realities of the market system). 

The barriers to definitive conclusions to the questions raised in the 
first paragraph are enormous. Many writers subscribe to the view that of 
all the forces at play in industrial policy making, “the most important of 
all is the relationship between government and industry.”! Paradox- 
ically, very few authors actually support this position with detailed 
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empirical analyses. A shortage of data is only one of many barriers to 
theory building in this area. A greater obstacle is the fact that the data at 
our disposal are frequently contradictory, and are sharply fragmented 
along ideological lines. Scholars diverge widely over the nature of indus- 
trial policy and whether or not it merits governmental application. Ona 
country-by-country basis, opinions on the content of industrial policy 
are equally divided. Industrial policy is deeply and diffusely embedded 
in the overall policy domains of most societies. Boundary-setting 
between it and other policy realms is probably one of the most hazardous 
analytical tasks today. Robert B. Reich, a well-known U.S. analyst of 
industrial policy, neatly sums up the disarray that characterizes much of 
the industrial policy literature today: 


Industrial policy is one of those issues that seems to have gone from 
obscurity to meaninglessness, without any intervening period of coherence. 
Indeed, it has a sort of Rorschach quality these days, in whose ink spots 
people see their fondest hopes or direst fears.2 


The business-government relations literature projects an equally 
kaleidoscopic image. As Murray and McMillan observe, “the vast bulk 
of the literature in the field is written in a normative vein from recogniza- 
bly partisan positions.”’> The current state of the art is one of “ignorance 
and partisan speculation.’ 

While some common threads can be discerned in the analytical jungle 
described above, the conclusions of this review are tentative. They are 
put forward as working hypotheses that may serve as benchmarks in the 
construction of a future theoretical synthesis. 

The literature suggests that a logic of institutions underlies industrial 
policy. This paper postulates that there are three critical factors that 
shape both the patterns of business-government relations found in a 
particular country and the type of industrial policy being pursued. These 
factors are: 


¢ the level of business confidence in the state as entrepreneur; 

¢ the perceived economic payoffs to dominant business interests from 
industrial policy; and 

¢ the capacity of government to design, coordinate and implement 
complex and penetrative policy packages. 


This paper will now examine the causes and consequences of these 
factors. 
Approaches to Industrial Policy 


Industrial policy is viewed in this paper as a purposeful government 
attempt to influence industrial investment and production decisions. 
The objective of these attempts is to assist industry in coping with 
environmental change.> Industrial assistance may be set up as a shield, 
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protecting industry from external forces; it may also be constructed to 
help industry adapt to its external environment (if need be by winding 
down); and finally, it may also be designed with the aim of helping 
industry chart entirely new directions for itself. 

There are many possible approaches to industrial policy. Some writers 
distinguish between targeted and non-targeted approaches.® Others 
draw a distinction between interventionist and non-interventionist’ or 
dirigiste and laissez-faire® industrial policies. Analysis of the various 
typologies generated in this area suggests that industrial policies fall into 
any one or a combination of the following three types. 


The situational approach This is an ad hoc approach to industrial 
policy, and is the one most frequently applied. In the course of its 
application, policy makers may focus their attention on a specific 
firm/industry (e.g., financial aid to Chrysler Corporation or to 
Massey-Ferguson), a specific policy instrument (e.g., subsidies) or a 
specific industrial sector (e.g., transportation). In each of these three 
specific cases, the policy makers’ focus is situational. Assistance is 
usually random and often at odds with other government objectives or 
policy instruments. The overwhelming driving force of situational indus- 
trial policy is political expediency of one type or another. Least impor- 
tant are considerations of economic efficiency, rationality or congruence 
with broad national economic objectives. Industrial policy in Canada, 
the United States and the United Kingdom since 1945 has frequently 
been dominated by this approach, although various elements of this 
approach are also to be found on a much smaller scale in West Germany, 
France and Japan. 


The reallocative approach Reallocative industrial policy? is an 
attempt to overcome the inevitable economic irrationalities produced by 
the situational policy approach. Its goal is to facilitate the rapid realloca- 
tion of investments from the least efficient to the most efficient sectors of 
industry in order to improve national industrial competitiveness or 
efficiency. It emphasizes the necessity of taking a broad look at the 
overall economy and at other government objectives prior to the selec- 
tion of the appropriate industrial objectives. Governments utilizing this 
approach have essentially three choices. (a) They can identify industrial 
winners and losers and target their aid accordingly. !° (b) They may focus 
their efforts on reindustrialization.!! (c) They may also follow the path of 
industrial “triage.” !2 In whatever form, the reallocative approach aims 
to maximize efficiency/productivity using primarily financial incentives. 
Whether any of these choices can deliver the desired policy objectives in 
practice is of course an entirely different question. Industrial policy in 
France and Japan has utilized this approach at times, but not in the main. 
Rare glimpses of it may also be seen in Canada and Britain. 
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The structural approach Structural industrial policy, like the reallo- 
cative approach, recognizes the necessity of reviewing overall govern- 
ment objectives prior to the selection of industrial objectives. The key 
difference between the reallocative and structural approaches is that the 
former aims to optimize industrial performance according to one crite- 
rion, efficiency/productivity, while the latter pursues a number of objec- 
tives simultaneously. Structural industrial policy takes a very broad 
perspective; it is designed to foster a balanced economic structure 
through the coordinated use of a wide assortment of policy instruments. 
In addition to subsidies, the state may use regulation, direct control, 
suasion, economic leadership, etc. to advance its industrial policy goals. 
Jarboe’s conceptualization of structural industrial policy is instructive. 
“The structural approach seeks the optimal mix of industries, not the 
optimal industry . . . its focus is the creation and maintenance of a 
balanced structure of production.” !? 

Structural industrial policy making begins by identifying those indus- 
tries that best serve a nation’s core economic objectives (e.g., economic 
growth, job creation, exports). It may also entail an a priori ranking of 
industries according to level of impact upon the economy. Once strategic 
industries are thus identified, they receive preferential treatment to 
enable them to attain or maintain high levels of self-sustaining economic 
viability (as, for example, with Japan’s nurturing of its microchip industry). 

Structural industrial policy need not, indeed should not, entail mas- 
sive state intervention in the economy. It works best when the state 
restricts its economic “‘meddling” and concentrates merely on the 
“commanding heights.” Again, as Jarboe observes, “By concentrating 
on strategic industries, the entire structure of the economy can be 
affected, while avoiding the problems associated with the overwhelming 
complexity of the economic system.” !4 

It is now appropriate to turn to the question of whether these specific 
industrial policy approaches require specific patterns of business- 
government relationships, and if so, what kinds of businessgovernment 
relationships are conducive to what kinds of industrial policy. 


Business-Government Relations and 
Industrial Policy 


The relationship between business and government is conceptualized in 
this paper as the degree of influence each party has over the other 
regarding the design and implementation of industrial policy. (““Each” is 
misleading in that neither business nor government 1s a homogeneous 
entity that speaks with a single voice. To put it another way, homoge- 
neity, or lack thereof, varies greatly from issue to issue. Obviously, the 
relationship of interest here is the interaction that takes place between 
the key players or concerned fractions of both communities over indus- 
trial policy.) 
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Only three general types of relationships between business and gov- 
ernment are possible. In one type, business is dominated by govern- 
ment. In a second, business is in the preponderant position. In the third 
case, there is a relative balance between the two sectors. Murray and 
McMillan have drawn a rather more complex typology by further sub- 
dividing each of these three relationship types according to the level of 
agreement or consensus that is found between the parties on specific 
policy options.!> 

The literature leads us to conclude that structural and reallocative 
industrial policies are generally found in societies where governments 
are in a dominant position vis-a-vis business as far as the design and 
implementation of industrial policy is concerned. (This dominance may 
or may not be antibusiness.) Conversely, situational industrial policies 
are found in those societies where business and government are in 
balance, or where business has a dominant influence over the design and 
implementation of industrial policy. 

But this conclusion, instructive as it may be, is nota sufficiently strong 
guide to policy makers. What they really need is information about the 
forces that combine to produce the different kinds of business- 
government relations. 

As stated earlier, three interdependent variables seem to play a par- 
ticularly important role in shaping both the patterns of business- 
government relations and the industrial policies of societies. These are: 


¢ the level of business confidence in the state as entrepreneur; 

¢ the perceived economic payoffs to dominant business interests; and 

¢ the capacity of government to design and implement complex, pen- 
etrative policy initiatives. 


These principles will be illustrated briefly with examples drawn from the 
countries under review. 

The notion that only “strong” states can pursue structural industrial 
policy and that ““weak”’ states are only able to sustain situational policies 
is a frequent theme in the literature.'© The argument is that since 
structural industrial policy involves a high level of policy coordination, a 
harmonious utilization of a wide array of policy instruments and a deep 
penetration of business decision-making processes, it cannot be applied 
with any hope of success by states that are identified as weak.'’ The 
accumulation of strength, or the demonstration of weakness by the state 
appears to be a composite of a number of inputs. It appears, first of all, 
that the level of business confidence in the state as an entrepreneur is 
critical. In Japan, France and West Germany, this confidence level tends 
to be quite high, whereas it is quite low in Canada, the United States and 
the United Kingdom. The obvious question is, why do confidence levels 
differ? 

One immediate explanation ts derived from history. In Japan, France 
and West Germany, the three countries that pursue structural industrial 
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policy, traditions of state intervention run very deep. In these three 
countries, the state is not perceived by business leaders as an entrepre- 
neurial upstart but as a legitimate and respected economic partner. The 
Lockean version of the social contract, with its emphasis on the virtues 
of limited government, is conspicuously absent from their political 
cultures. 

The nature of the dominant economic sector at the time of a country’s 
first major industrialization drive is also of some significance here.!8 
When the textile industry was the leading sector, societal demands for 
state intervention and policy coordination were relatively weak, since 
private enterprise could muster on its own the needed factors for suc- 
cessful development. Thus, for example, industrialization in Britain 
could unfold with relatively little state involvement during the 18th and 
19th centuries. In contrast, when steel, railways and heavy industry 
were the dominant sectors, the challenge of industrialization could no 
longer be met by private entrepreneurial effort alone, and required an 
active state involvement. As Zysman sums up, “By this logic, present- 
day relations between business and the state in an early industrializer 
such as Britain are dramatically different from those in a latecomer such 
as Japan because of the different ways in which each country resolved 
the problems of the initial stage of industrialization.”!9 Vogel’s paper on 
why business distrusts the state in the United States also supports the 
above thesis: 

The American bourgeoisie regards state officials with a sort of contempt; 
they are newcomers to American institutional life whose later arrival testi- 
fies to their inexperience and irrelevance to economic develop- 
ment... the mistrust of the state by businessmen is a function of the 
state’s previous role in industrial development: the greater the state’s pre- 
vious role the greater the state’s leadership and direction, the greater the 
cohesiveness between present business and governmental elites.?° 


The impact of industrial policy on the leading business sectors is another 
critical part of the equation. Until relatively recently, the governments of 
France, Japan and West Germany were able to pursue reallocative and 
structural industrial policies because these approaches did not pose a 
threat to dominant business elites. For example, the collaboration of 
large segments of the French financial community with the Nazis and 
with the Vichy regime during World War I ensured that the collaborators 
would be divested of their equity in and control over France’s most 
significant financial institutions. These institutions subsequently 
became the chief instruments of the French state in the pursuit of its 
industrial policy. 

In West Germany, Strukturpolitik was pursued by policy instruments 
quite different from those used in France. Nevertheless, the power 
vested by the postwar German state in the newly created banks helped to 
ensure that the dominant industrial elite of postwar Germany would 
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benefit rather than suffer from the selected policy approach. The Ger- 
man economy was particularly amenable to structural industrial policy 
after the war. “Germany . . . required the least transformation of its 
industrial structure [after World War I1]: its industries were well suited to 
the markets that began to emerge during the postwar boom.”’2! And as 
Schonfield puts it, business resistance to Strukturpolitik was non-exis- 
tent: “they built upon the familiar structural foundation and plan, much 
of it invisible to the naked eye, as if guided by an archeologist who could 
pick his way blindfold about some favorite ruin.’’?2 
In sharp contrast to the above, dominant business interests in Canada, 
the United States and Britain perceive few economic pay-offs and many 
economic costs from structural industrial policy. As Richard French 
and others have shown, in Canada, for example, efforts to introduce a 
reallocative or structural approach have always been derailed, “‘politi- 
cians apparently backing off when it appeared that adopting any specific 
policy would likely bring down upon them the wrath of the champions of 
the industries omitted from the list of those to be targeted.”?3 Business 
Opposition to structural industrial policy in Canada (as in the 
United States) is particularly well stated by the Business Council of 
National Issues: 
We do not believe that a comprehensive national industrial Strategy is either 
feasible or necessary . . . the management of business by public officials 
makes little sense. . . . The federal government’s . . . attempt to plan for 
and direct major economic change does not inspire confidence in the ability 
of government to develop effective and detailed directives for industrial 
development.24 


In the case of Britain, successive British governments, Labour and 
Conservative, have attempted to institutionalize structural-type 
approaches to industrial policy since 1945. The very first efforts, in 1945, 
were rejected by business leaders as unacceptable statist intrusion into 
the marketplace. Business resistance was particularly strong among the 
ranks of the British financial community.?° With minor differences, this 
corporate opposition persists up to the present time. 

In short, in Canada, the United States and the United Kingdom, the 
introduction of reallocational or structural versions of industrial policy 
threatens to undermine the currently individualized and unfettered 
access of dominant business elites to industrial aid, and generally to 
reduce their preferential economic status. Thus, the dominant business 
elites in these countries are opposed to reallocative and structural policy 
options because they see themselves victimized rather than assisted by 
them. 

It should be mentioned here that the earlier corporate elite support for 
coordinated structural policy in France, West Germany and Japan has 
significantly diminished recently. Indeed, by the end of the 1970s struc- 
tural industrial policy was seriously diluted by large doses of situational 
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industrial policy, especially in France and West Germany. Rather than 
undermining the argument presented above, recent erosions of the struc- 
tural profiles of West German or French industrial policy help to illus- 
trate our case. As Zysman explains: 


The political task [these countries confront] . . . in trying to sustain 
growth has changed. ... The central difference is that politically 
entrenched interests will have to be confronted directly rather than 
finessed. . . . [These countries] must now confront politically entrenched 
producer interests. . . . Inthe 1980s . . . the political problems of indus- 
trial adjustment have changed. . . . In the fast-growing countries postwar 
expansion was linked to a structural shift of labor out of agriculture, a 
transformation that is now complete. Consequently these countries 
(France, Japan, and Germany in this study) must now displace powerful and 
entrenched industrial interests in order to accomplish the sectoral shifts and 
reorganization of production essential to continued growth.26 


In short, the capacity of governments to launch and implement complex 
and penetrative policy initiatives such as structural industrial policy is 
clearly a function of the level of business confidence in the state as 
entrepreneur and of the perceived corporate costs/benefits of such 
approaches. There are some additional factors, however, that may 
increase or decrease governmental capacity to pursue complex policy 
initiatives. The location of a society on a continuum between pluralism 
and corporatism appears to be particularly relevant. 

It is by now almost conventional wisdom that whereas a pluralistic 
society is most amenable to situational industrial policy, structural 
industrial policy is the natural descendant of corporatist business-gov- 
ernment relations. The third approach, reallocative industrial policy, 
tends often to be described as apolitical, that is, above both the adver- 
sarial and the fused politics of the pluralist-corporatist dichotomy.” 

It is held that corporatism is the model most suitable for negotiating, 
planning and implementing those comprehensive and difficult decisions 
that define the structuralist or reallocative policy approach. Indeed, 
there are many who will argue that corporatism is an essential pre- 
requisite for structural or reallocative industrial policy.2® By default 
then, societies tending toward pluralism will be more likely to apply 
situational industrial policy. 

While Japan comes closest to the corporatist model in our sample, the 
other two structuralist countries, France and Germany, share more 
characteristics in common with corporatism than with pluralism. 

Canada, Britain and the United States stand in stark contrast to the 
above, and are seen as countries far removed from the corporatist 
paradigm at the macro or national level. The United States is identified 
by virtually all writers as the country with the most limited corporatist 
tendencies and thus therefore the furthest removed from structural 
policy. In Canada, as Atkinson and Coleman,?? Panitch?® and others 
have argued, macro-level corporatism is almost non-existent. A similar 
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causal pattern holds true in Britain, as Fox?! and Cox?’ argue in separate 
studies. 

The capacity of government to launch complex, penetrative policies is 
also conditioned by the level of elite homogeneity or elite interpenetra- 
tion between business and government. These levels are the highest in 
Japan, France and West Germany and are lower in the cases of Canada, 
Britain and the United States. 

Japan offers perhaps the best illustration of the thesis that the accept- 
ability and success of structural industrial policy is highly dependent on 
business-government elite homogeneity or elite interpenetration. In 
Japan, through the practice of amakudari (literally meaning “‘descent 
from heaven’’) senior government officials tend to move on to become 
presidents of strategic corporations after they have fulfilled their public 
sector mandates. And afterward, when they come to negotiate with 
government officials on behalf of their private sector units, their govern- 
ment contact points tend to be people who were previously their subor- 
dinates in government. As Chalmers Johnson writes: 


In 1974, the president of New Japan Steel, the nation’s largest profit-making 
enterprise, was Hirai Tomisaburo, MITI’s vice-minister between 1952 and 
1953; the executive director of the Tokyo Electric Power Company, the 
world’s largest privately held utility, was Ishahara Takeo, MITI’s vice-minis- 
ter between 1955 and 1957; the executive director of Toyota Motor Company 
was Yamamoto Shigenobu, MITI vice-minster between 1966 and 1968; and 
the vice-president of Arabian Oil was Ojimi Yoshihisa, MITI vice-minister 
between 1969 and 1971.33 


Elite interpenetration helps to create mutual trust and confidence 
between business and government. It enhances policy coordination, and 
thus removes an important barrier to structural or reallocative policies. 

The nature of a country’s financial system also affects the capacity of 
governments to undertake structural industrial policies. Having exam- 
ined the industrial policies and financial systems of France, Japan, West 
Germany, Britain, and the United States, Zysman found that where 
capital markets are the major source of industrial investment, govern- 
ments are denied the necessary political leverage to enter into and 
control the industrial decisions of private corporations.*4+ To put it 
another way, the domination of capitai-market-based industrial financ- 
ing in Britain, Canada and the United States sharply curtails the domina- 
tion of government, and does not enable the state to engineer anything 
other than situational industrial policy. 

Conversely, Zysman found that 


selective credit allocation is the single discretion necessary to all state-led 
industrial strategies . . . credit-based financial systems with state-admin- 
istered prices [such as in Japan and France] will facilitate intervention and 
ease the political problems of mustering support for state-led industrial 
promotion.?5 
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Conclusions 


This paper distinguishes between three general approaches to industrial 
policy, and argues that the choice between these distinct approaches is 
largely a function of the relationship between business and government. 
Structural and reallocative industrial policies appear to require a pattern 
of relationship wherein government can dominate the design and imple- 
mentation of industrial policy. Situational industrial policies are found in 
those societies where domination by the state 1s curtailed. 

The paper has argued that the degree to which one party or the other 
dominates the design/implementation of industrial policy is conditioned 
by three interdependent variables. These are the level of business con- 
fidence in the state as entrepreneur; the extent to which dominant 
business interests see themselves suffering or profiting from industrial 
policy; and the capacity of government to launch and implement com- 
plex, penetrative policy initiatives. 

In societies where structural or reallocative policies are the main- 
stream approach, the level of business confidence in the entrepreneurial 
state is high. Dominant business elites in these societies —1.e., in 
Japan, West Germany and France — appear to profit from structural 
industrial policy, and, in all three cases, governments have had a high 
capacity to launch and implement complex, penetrative policy ini- 
tiatives. In societies where situational industrial policy is the main- 
stream approach — as in Canada, Britain and the United States — the 
salience of the above variables is substantially lower. 

The conclusion to be drawn from the above is that there is indeed a 
logic of institutions. The three industrial policy approaches cannot be 
easily transported across cultural/political boundaries. This statement is 
not intended to deny political choice, but rather to draw attention to the 
political conditions under which transplants may flourish or decay. 

This paper makes no value judgments as to whether Canada should or 
should not institute a structural industrial policy approach. Its message, 
rather, is that this or any other industrial policy requires a parallel 
political strategy. Whatever its economic merits, structural industrial 
policy is a high-cost political commodity. To be economically suc- 
cessful, structural industrial policy needs to be sustained by the political 
“props” outlined in this paper. Without those props, the economic 
wisdom of structural industrial policy quickly evaporates. 
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The Role of Trade Unions in 
Industrial Policies, 1945 to 1984 


STEVEN B. WOLINETZ 


This is an essay on unions and industrial policy. The juxtaposition of 
these two topics reflects both the importance of trade unions in Western 
economies and the salience of the debate on industrial policy underway 
in a number of countries today. In virtually every Western democracy, 
there are individuals or groups arguing that effective response to shrink- 
ing industrial bases and a changing international economic order 
requires the adoption of industrial policies designed to support existing 
industries and ensure that they remain competitive. The questions with 
which this essay deals are the following. If industrial policies are 
adopted in one form or another, what role are trade unions likely to play 
in their formulation and operation? Are trade unions likely to be suppor- 
tive of industrial policies, and to what extent are they likely to be 
involved in their formulation and development? 

Such questions do not lend themselves to easy answers; or, if they do, 
the simple answers are rarely worth having. In order to discuss the 
question in greater depth, we must examine the ways in which trade 
unions have been involved in the industrial policies that have been in 
place in postwar capitalist economies. This essay will do so by means of 
a critical review of the existing literatures on industrial policy and on 
trade unions and public policy. The paper will show that direct trade 
union involvement in industrial policy is limited, particularly when 
compared to trade union participation in macroeconomic or incomes 
policies in countries such as the Netherlands or Sweden. When unions 
are involved in industrial policy, it is typically either as participants in 
commissions organized to oversee the reorganization or phasing down 
of industries, or as members of defensive coalitions seeking protection 
for declining industries. Instances in which trade unions are able to 
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initiate or veto policies are rare and occur only when trade unions wield 
considerable market or political power. This pattern reflects both the 
predilections of employers and policy makers and the difficulties which 
trade unions encounter when they attempt to inject themselves into 
industrial policy discussions on terms which they would regard as 
favourable. This in turn conditions trade union attitudes toward indus- 
trial policy. Because trade unions typically lack sufficient market or 
political power to determine the content of industrial policies, some 
unions may prefer not to participate lest they compromise their positions 
or be seen to endorse policies which their members reject. 

Before we proceed, a number of remarks about our approach are in 
order. First, the paper is a critical review of the literature. With the 
exception of the discussion of the Netherlands, which draws on original 
research, the analysis is based on examination of secondary materials. 
Second, although the focus is unions and industrial policy (which we 
define as selective or discriminatory aids to industry, such as tariffs or 
import quotas, subsidies, loans or loan guarantees, tax breaks, procure- 
ment policies, support for research and development), the essay draws 
on literatures on the politics of postwar economic policy, the domestic 
sources of foreign economic policy, and trade union involvement in 
politics. There is very little literature which deals directly with trade 
unions and industrial policies.! The literature on trade unions in politics 
focusses largely on relationships between the unions, business and 
government. There is considerable emphasis on the participation of 
trade unions in bipartite and tripartite advisory structures, and the ways 
in which these affect relationships between unions and their members. 
However, the emphasis is largely on macroeconomic policy and the 
circumstances under which trade unions accept wage restraint; there is 
virtually no mention of industrial policies. 

Equally, the literature on industrial policy has little to say about trade 
unions.? Part of the literature is polemical and argues for or against 
industrial policy as a cure for the ills of different national economies.* 
Another portion is descriptive; it outlines the industrial policies in place 
in different settings and considers their international ramifications, but 
tells us little about the politics of industrial policy. Instead, the tendency 
is to assume that industrial policies result from coalitions, of ailing firms, 
local representatives, and trade unions, enlisted to bolster demands for 
subsidies or protection; however, the ways in which such coalitions 
come together are rarely examined.°> The remaining literature tells us 
more about the politics of industrial policy, but says little about trade 
unions.® 

In the absence of any detailed literature on trade unions and industrial 
policy, our analysis must be based on a synthesis of related literatures 
and an examination of trade unions and economic policy in several 
countries. We will begin by examining the role of trade unions in postwar 
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economic policy and then consider the extent to which trade unions 
were involved in or able to influence industrial policy. 


Unions and Industrial Policy in the Postwar Period 


Trade union participation in postwar economic policies varies consider- 
ably. At one extreme, we have countries such as France and Japan, in 
which trade unions were virtually excluded from policy processes and 
predominant policy coalitions.’ At the other, are countries such as the 
Netherlands, Sweden or Austria, in which trade unions participated 
extensively in the formulation and implementation of economic policies. 
In between, we find cases such as Britain, Canada, and the United 
States. In Britain, trade unions were included to some extent in policy 
processes, but lacked control over them. In Canada and the United 
States, trade unions remained outside of policy processes but could 
exercise influence through lobbying. If we consider the postwar period 
as a whole, there is relatively little trade union involvement in industrial 
policy. Among the countries we have mentioned, only France and Japan 
engaged in regular attempts to intervene selectively in the economy; 
however, unions were systematically excluded. Elsewhere, once post- 
war power relationships were clarified, there was relatively little indus- 
trial policy on the agenda until the decline of older industries became a 
problem in the 1960s and 1970s. 

The relatively minor role which trade unions played in postwar indus- 
trial policies reflects the balance between capital and labour at the end of 
World War I and the terms of the compromises or settlements which 
emerged. In most Western European countries, labour movements and 
parties of the left emerged from the war in a relatively strong position. 
The postwar strength of the left is best understood against the backdrop 
of war and depression. 

Before the war the prevailing view among politicians, right or left, was 
that little could be done to regulate the economy or manage the business 
cycle; except in Sweden, the dominant economic policies in most coun- 
tries were liberal, and entailed minimal intervention in the economy. 
After the war this changed: reflecting both the severity of the Depression 
and the experience of the war, voters gravitated toward the left. At the 
same time, politicians and bureaucrats realized that levels of unemploy- 
ment prior to the war were now not only unacceptable, but politically 
dangerous. Reflecting both the new mood and the shifting political 
balance, as well as the availability of new techniques — countercyclical 
policies had seemingly worked in countries as diverse as the United 
States, Sweden, and Nazi Germany — policy makers committed them- 
selves to ongoing intervention in order to ensure full employment and 
minimal levels of welfare (Salvati and Brosio, 1979; Gourevitch, 1984; 
Apple, 1980). 
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The new commitments did not dictate either the form or extent of 
intervention, or the shape of postwar economies. Immediately following 
the war, parties of the left such as the British Labour party hoped to use 
their increased strength in order to implement sweeping changes, includ- 
ing the nationalization of the means of production. Other socialist par- 
ties hoped to do the same, or at least to introduce more extensive 
planning. In contrast to attitudes in the 1950s, there was little faith in the 
ability of capitalist economies to provide the jobs or the minimum levels 
of welfare which policy makers now deemed essential (Bornstein, 1984; 
Gourevitch et al., 1984). 

The initial impetus toward nationalization and planning did not have 
the impact that many expected. Although many parties of the left were in 
power in the immediate postwar years, either their support ebbed or else 
the left divided, denying many parties the strength required to imple- 
ment the more sweeping elements of their programs. In Britain, the 
Labour party succeeded in nationalizing many weaker industries, estab- 
lishing the National Health Service, and broadening the foundations of 
the welfare state, but lost power in 1951 and did not return to government 
until 1964. Although the Conservatives accepted all of Labour’s 
nationalizations except for iron and steel, Labour’s drive toward 
socialism was halted. 

In Scandinavia, Social Democratic parties were strong enough to 
extend social welfare measures but were unable to implement planning. 
In the Netherlands, Socialists’ hopes for a democratically planned econ- 
omy were dashed by their coalition partners. In Germany, Social Demo- 
crats were confined to the opposition at the federal level until 1966. In 
France, deep divisions between the Socialists and the Communists 
limited the circumstances under which the left could govern and effec- 
tively precluded implementation of any program of reform. This meant 
that the form of postwar intervention was determined either as a result of 
compromise among several parties or by parties of the centre or the right 
(Bornstein, 1984; Gourevitch et al., 1984). 

International factors also influenced the shape of domestic econo- 
mies. The outbreak of the cold war led to the Marshall Plan, which 
provided funds to finance postwar reconstruction and recovery and laid 
the foundations of a postwar economic order based on free trade and 
international competition (Maier, 1977). Recovery in turn reduced the 
need and desire for selective intervention and produced a shift toward 
macroeconomic management. As recovery proceeded, and countries 
approached full employment, policy makers settled on demand manage- 
ment and counter-cyclical policies as their principal tools for managing 
the economy. Sustained growth and the postwar economic miracle fur- 
ther reduced interest in selective measures (Gourevitch et al., 1984). 

With the exception of France and Japan, the predominant policy 
coalitions did not exclude labour, but rather limited the terms of its 
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participation. In France and Japan, policy coalitions reflected alliances 
among the state bureaucracy, large industries, and agriculture (Zysman, 
1983). Elsewhere, trade unions were integral elements of postwar coali- 
tions, but the terms of the postwar social bargains confined their par- 
ticipation to social policy and the broad outlines of economic policy. 
Investment decisions were the prerogative of capital. 

For their part, unions were expected to support government policy, 
maintain labour peace, and, in some countries, participate in incomes 
policies intended to facilitate economic management and ensure the 
profitability of investments. In exchange, unions gained full employ- 
ment, expanded social welfare, and a voice in some government policies 
(Salvati and Brosio, 1979; Apple, 1980; Gourevitch et al., 1984). How- 
ever, except in circumstances in which either capital or the state had 
reasons to include trade unions, this rarely extended to industrial policy. 
We can explore this by examining the way in which the postwar bargain 
unfolded in different countries. France, the Netherlands, Sweden, and 
Britain are relevant for our discussion. 


France: Dirigisme without Trade Unions 


France, along with Japan, stands out not only for the exclusion of trade 
unions from predominant policy coalitions, but also for its regular 
recourse to selective industrial policies. Following World War II, France 
established a small but strategically located planning apparatus, the 
Commissariat du plan, in the upper echelons of the bureaucracy. By 
drawing on connections within the bureaucracy, as well as ties to leading 
firms, French planners were able to set interrelated targets for economic 
growth, and orchestrated incentives, such as tax relief plus financial 
support, that encouraged compliance with goals laid out in the plan 
(Zysman, 1983). The character of French planning has changed over 
time. Earlier plans concentrated on building the infrastructure required 
for a modern industrial economy. Later, the focus shifted to building 
internationally competitive firms. Under Giscard d’ Estaing, the empha- 
sis was on allowing the market to guide investment decisions (Estrin and 
Holmes, 1983). Successive plans have become less comprehensive. 
However, French planning and French industrial policies have retained a 
dirigiste character even when the central thrust was supposed to have 
been to allow the market to run its course; policy makers typically prefer 
intervening in support of selected firms rather than by more general aids 
to industry (Green, 1983). A second element of consistency has been the 
role of trade unions; they have barely been involved. 

The negligible role of trade unions in French planning and industrial 
policy reflects the ideological divisions of French politics and the dis- 
tance between interest groups and the French state. Although French 
trade unions initially supported the Plan, and tripartite consultative 
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structures complemented the activities of the Planning Commission, 
French planning developed as an alliance between planners and business 
(Zysman, 1983). Trade unions have been at best minor participants in the 
Plan’s Modernization Commissions (Cohen, 1977). This reflected the 
ideological posture of the French trade unions: neither the Communist 
CGT nor the Christian Democratic CFTD wanted to endorse the existing 
system by participating in the planning process (Cohen, 1977). Nor was 
their participation desired. French policy makers have frequently 
scorned interest groups of all stripes, preferring instead to shape policy 
without the interference of partial interests. This has been particularly 
true of the planning process: rather than consulting with the Patronat 
(the employers’ association) planners preferred dealing with selected 
firms (Shonfeld, 1965). The virtual exclusion of unions under the Fourth 
Republic continued under the Fifth. Governments of the right, in power 
from 1958 to 1981, had little inclination to include trade unions in national 
policy processes or industrial policy decisions. Thus, restructuring in 
sectors such as textiles or steel has taken place without active union 
participation; in their comparison of the French and Canadian textile 
industries, Mahon and Mytelka (1983) report that trade unions played a 
negligible role in the reorganization of the French industry.® 


The Netherlands: Incomes Policies as a 
Substitute for Industrial Policy? 


In contrast to France, trade unions in the Netherlands are closely incorpo- 
rated into policy making. The position of trade unions reflects the terms of a 
wartime bargain between capital and labour, in which both agreed to 
cooperate in impending reconstruction, the resolution of interwar debates, 
and the requirements of the policies pursued. Reflecting the openness of the 
Dutch economy, there have been few attempts to shelter industnes from 
foreign competition; instead, the emphasis has been on building industries 
which could compete in world markets. Dutch policy makers combined 
counter-cyclical policies with incomes policies. Recourse to incomes pol- 
icies meant involving trade unions. Although this gave unions voice in the 
economic and social policies, trade unions have been less directly involved 
in industrial policy. This reflects the terms of the wartime settlement: unions 
gave up Claims to co-determination, leaving control of investment in private 
hands (de Hen, 1980; Windmuller, 1969). 

Postwar economic policies in the Netherlands stem from interwar 
debates on the need for industrial policies and the desire of two major 
political groupings, Catholics and Socialists, to establish differing forms 
of “public industrial organization” (tripartite regulatory boards) in order 
to govern different sectors of the economy. Following the war, the 
Socialists and Catholics came to power in a series of ‘““Red-Roman”’ 
coalitions which governed until 1958. Initially, Socialists hoped to use 
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the proposed system of tripartite regulatory boards, capped by eco- 
nomic and social councils, as devices for planning and regulating the 
economy. However, Socialist designs were blocked by the Catholic 
party. Although the Catholics also favoured public industrial organiza- 
tion, they reyected more dirigiste schemes and insisted on the creation of 
regulatory boards from the bottom up, i.e., by agreement among the 
trade unions and employers’ associations in each sector. Reflecting their 
electoral strength and pivotal position, the Catholics gained control of 
the Ministry of Economic Affairs in 1946. This permitted them to shape 
both the system of public industrial organization that was finally created 
in 1950 and postwar economic and industrial policies in effect during the 
1950s (de Hen, 1980; Wolinetz, 1983a). 

The 1950 Law on Public Industrial Organization established the Social 
and Economic Council (SER) as a tripartite body, with equal representa- 
tion from trade union federations, employers’ associations, and Crown 
members, appointed by, but independent of, the government. The Social 
and Economic Council was to serve both as an official advisory organ to 
the cabinet and as the capstone of a system of sectoral regulatory bodies 
to be established on the request of trade unions and business associa- 
tions active within a given sector. In practice, however, sectoral boards 
were created only in the weaker sectors of the economy, and the advis- 
ory role of the SER proved to be far more important than its regulatory 
role. The former gave trade union federations a voice in social and 
economic policies, but not in the regulation of individual sectors of the 
Dutch economy (Windmuller, 1969; Wolinetz, 1983a). 

At the same time, the Catholic party used its control of the economics 
ministry to carry out the active industrial strategies advocated in the 
1930s. These involved promotion of industry, financial facilities, sub- 
sidies, and encouraging industries to locate where jobs were needed (de 
Hen, 1980), supplemented by regular recourse to incomes policies. 
Incomes policies were jointly administered by the Foundation of 
Labour, a bipartite structure created by trade union federations and 
employers’ associations during World War II, and the Board of Govern- 
ment Mediators, which had been granted special powers to regulate 
labour relations under a 1945 emergency decree. Incomes policies were 
an important instrument among a battery of tools designed to achieve 
economic growth, full employment, price stability, and a favourable 
balance of payments. By holding wages to the bare minimum, policy 
makers hoped to marshall the resources needed for the reconstruction of 
basic industries (de Vries, 1978). Later, incomes policies became a 
device for providing Dutch industries with a competitive edge. By 
restraining wages, policy makers established the Netherlands as a 
“cheap island’? among more expensive producers. This facilitated 
exports and created an attractive climate for investment (Windmuller, 
1969; Wolinetz, 1983b). 
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Implementation of incomes policies required the consent of the Dutch 
trade union movement. This was obtained by incorporating the unions 
into the policy process. Trade union federations participated in the 
bipartite, “privately” established Foundation of Labour, which advised 
the government and worked with the Board of Government Mediators in 
the determination and administration of incomes policies. As a result, 
national trade union federations were involved in both the determination 
of wage guidelines and the review of collective agreements to ensure 
conformity with national wage policies (Windmuller, 1969). Although the 
Social and Economic Council superseded the Foundation of Labour in 
its advisory role in 1950, the trade union federations continued to be 
heard through the Council, and the Foundation continued to be involved 
in wage policies. Guided incomes policies, which held wage increases to 
the cost of living through 1956, continued well into the 1960s. However, 
labour market pressures made the maintenance of incomes policies 
increasingly difficult (Windmuller, 1969). 

Thus far, we have traced what was in practice an indirect role for 
Dutch trade unions in support of industrial policies. In the aftermath of 
war, when the need for cooperation in the reconstruction of the economy 
was apparent, trade unions were willing to accept wage restraint. Co- 
operation continued despite initial disappointments because the trade 
union movement gained a voice in government policy, the expansion and 
elaboration of the welfare state (actively promoted by the postwar 
centre-left cabinets) and, for a time, full employment. Following the 
postwar reconstruction, the Ministry of Economic Affairs retreated 
from “active” to more “passive” industrial strategies (de Hen, 1980). 
However, since the mid-1960s, the decline of older industries has 
resulted in renewed recourse to industrial policies. 

More recent developments in the Netherlands reflect earlier policies. 
Postwar policies restrained wages in order to provide jobs for a growing 
population. However, by the mid-1950s, the Dutch were approaching full 
employment. This made it difficult to contain wage drift or maintain 
incomes policies. In the early 1960s, wages shot up. “Black wages,” 
which were supplementary payments offered by employers in order to 
attract labour, were widespread and there was considerable unrest at the 
base. Trade union federations, increasingly annoyed by requests for 
continued wage restraint, raised their demands in order to maintain 
control of their followers. Labour market pressures forced employers’ 
associations to accede, resulting in a series of wage explosions in 1963, 
1964, and 1965 (Windmuller, 1969; van Doorn et al., 1976). This increased 
the cost of labour and altered incentives to invest. Prior to the wage 
explosion, relatively inexpensive labour costs had encouraged invest- 
ment in labour-intensive industries; afterward investments tended to be 
more capital-intensive (van Doorn et al., 1976). 

Changes in labour costs coincided with shifts in the international 
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economy. Industries such as textiles, clothing, and shipbuilding were 
increasingly threatened by foreign competition. Both the openness of 
the economy and membership in the European Economic Community 
(EEC) precluded recourse to protection. Instead, the government offered 
subsidies in order to maintain employment and sponsored restructuring 
programs designed to restore competitiveness (Langdon, 1980). Com- 
missions appointed to oversee restructuring plans typically included 
representatives of both firms and trade unions. In addition, a number of 
the restructuring plans were brought under the aegis of a special restruc- 
turing agency, the Netherlands Restructuring Company (NEHEM), 
which included representatives of unions and management on its gov- 
erning board and sectoral committees (Wassenberg, 1982). Although the 
trade unions found their participation in such commissions a source of 
frustration, and eventually withdrew from both the NEHEM and a 
number of sectoral commissions, evidence derived from investigations 
carried out by Stephen Langdon (1980; 1981) indicates that the trade 
unions were able to exert considerable influence in the reorganization of 
the Dutch textile industry in the 1970s. 

Langdon’s work, part of a larger study on industrial change and 
cooperation between first and third world countries, shows that the 
Federation of Dutch Trade Unions (FNV) and particularly its largest 
affiliate, the Industriebond or Industrial Union, played an important role 
in the reorganization of the cotton-spinning industry, the restructuring of 
textile finishing, and in preventing the shutdown of ENKA-Breda, which 
dominated the synthetic fibre market in the Netherlands. 

In the cotton-spinning industry, the threatened closure of a large non- 
integrated producer precipitated government involvement which 
resulted in the reorganization of the industry in 1974 and 1975 under a 
single firm, Spinnerij Nederland. Representatives of trade unions, 
employers’ associations and the government participated in a restructur- 
ing commission which devised a plan for the reorganization and modern- 
ization of production. Trade union representatives were instrumental in 
securing special “transfer list” provisions for workers who were laid off. 
These required the new company to pay redundant workers full wages 
for one year, provided that they sought work or underwent retraining, 
and also included special retirement benefits for workers 57.5 years or 
older. Government representatives initially rejected those provisions but 
later acceded because the 1,700 to 1,800 jobs affected were in a single 
area, Drente, where the principal industry was textiles. Union demands 
were reinforced both by shopfloor reactions and the possibility that 
union representatives might withdraw from the restructuring commis- 
sion; this had already occurred in a number of other industries. The 
government in office at the time, a Socialist-led centre-left cabinet, was 
also sympathetic to the unions and anxious to preserve employment 
(Langdon, 1980, pp. 32-39). 


Wolinetz 313 


In a second instance, the reorganization of synthetic fibre production, 
AKZO, a subsidiary of the multinational ENKA, announced the closure 
of its Breda plant. In August 1972, workers occupied the plant. The firm 
withdrew its plan and worked out a new scheme in conjunction with the 
employee council. This reorganized production in the Netherlands and 
Germany, spreading the impact more widely than the original company 
plan. Government support for the workers was a factor in the withdrawal 
of the initial plan. The decision to involve the employee council thus 
provided an opening for the firm’s workers and the trade unions 
(Langdon, 1980, pp. 46-52). 

In a third case, cotton weaving and finishing, trade unions and factory 
councils were involved in reductions in capacity. Although neither the 
government or union roles, nor the reorganization, were as extensive as 
in cotton spinning, the unions were able to secure special transfer list 
provisions. In this instance, however, the firms affected were not concen- 
trated in a single region, and each firm’s employee councils had to 
approve, and not merely consider, reorganization plans. Although the 
government initially resisted the extension of the transfer list provisions, 
both a large demonstration in The Hague and the desire to maintain the 
cooperation of the trade unions tipped the balance toward the trade 
unions (Langdon, 1980, pp. 40-45). However, this victory was only 
temporary: finishing and weaving firms were slow to carry out planned 
reductions in capacity. In 1980, this resulted in the failure of several 
firms, and layoffs in both the weaving and finishing industry and in the 
spinning industry. By this time a centre-right cabinet, opposed to selec- 
tive aid, was in office, and the government refused to aid the firms or 
finance special transfer list provisions for redundant workers. As a 
result, the unions withdrew from the sectoral commission and began 
advocating protection (Langdon, 1981, pp. 773-75). 

Although recourse to tripartism involved Dutch trade unions in 
restructuring, trade unions found their participation to be a frustrating 
experience. Although in some instances the unions were able to ensure 
that displaced workers were offered alternative employment or other 
compensation, in other instances the unions were unable to prevent 
layoffs. Participation in NEHEM (Netherlands Restructuring Company) 
was equally problematic, because the Ministry of Economic Affairs was 
reluctant to grant NEHEM much autonomy, and, because firms were 
frequently reluctant to share information with each other, NEHEM’s 
sectoral committees frequently bogged down (Wassenberg, 1982; 
Wolinetz, 1983a). By the late 1970s, trade unions had withdrawn from a 
number of commissions. Difficulties in sectoral commissions parallelled 
developments at the national level: trade union federations and employ- 
ers’ associations found it impossible to agree on central wage bargains in 
the Foundation of Labour, and growing disagreements reduced the 
prestige and influence of the Social and Economic Council (Wolinetz, 
1983a). 
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Both the difficulties of NEHEM and the overall experience of restruc- 
turing in the 1970s have coloured trade union attitudes toward recent 
debate on industrial policy in the Netherlands. In 1980, the Netherlands 
Scientific Council for Government Policy issued a report on the future of 
Dutch industry which highlighted declining industrial employment in the 
Netherlands, stressed the impact of product cycles, and urged greater 
government involvement in industrial policy, in particular in the promo- 
tion of research and development and innovation. The vehicle for this 
was to be an expert commission, without representatives from either 
labour or management. The Scientific Council report led to the appoint- 
ment of a top-level commission, the Advisory Commission on Industrial 
Policy under G. Wagner, a former managing director of Royal Dutch 
Shell, to make recommendations on industrial policy. This commission 
did, however, have indirect representation (i.e., representation by 
trusted individuals, but acting in their own right rather than as the 
representatives of specific organizations) from unions and employers. 
The trade union movement monitored the activities of the Wagner 
commission and of its successor, the Advisory Commission on the 
Progress of Industrial Policy (also headed by G. Wagner), but expressed 
little interest in direct involvement in the determination of the proposed 
industrial policy. This was particularly evident in the Social and Eco- 
nomic Council’s report on the Scientific Council’s proposal. Although 
the trade union federations and employers’ associations wanted to be 
informed of developments, neither side relished direct involvement or 
responsibility for industrial policy (Wolinetz, 1983a). 

The posture of the trade unions reflects both the direction of the 
Wagner commissions and the risk of being too closely involved in 
industrial restructuring. In contrast to the Scientific Council’s report, 
the recommendations of the first Wagner commission emphasized the 
necessity of positive adjustment and freeing up market forces, stressed 
the importance of developing a new industrial élan, and recommended 
the establishment of a fund to finance innovative projects (Netherlands, 
1981). In a later report, the follow-up commission argued for the de- 
indexation of wages and complete government withdrawal from wage 
regulation (Netherlands, 1982). Because the emphasis is on market-led 
recovery, facilitated in part by limiting wage increases, there are few 
immediate or obvious benefits which trade unions can win for their 
members. Being involved in restructuring entails similar risks, because 
it usually involves layoffs. Although trade union officials may regard 
such layoffs as necessary, they are reluctant to be seen to be sanctioning 
reductions in employment without securing something in exchange: job 
preservation agreements, which trade unions have tried to secure 
through collective bargaining, or a voice in firms’ investment and disin- 
vestment decisions. However, employers have refused to concede either 
of these. 

In the Dutch case, positions on industrial policy reflect the unravelling 
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of the postwar social contract. Earlier postwar policies reflected a com- 
munity of interest among employers and trade unions which is no longer 
present. Unions are reluctant to trust employers to invest in ways which 
would create jobs and desire greater control over firms. However, trade 
unions are in no position to enforce their will; it is difficult to organize 
workers to strike in order to preserve or expand employment when doing 
so might put their own jobs at risk. Nor do unions have the political 
power to enforce a different set of policies; parties of the left are too 
weak and divided and, even if they were stronger, it would be difficult to 
implement alternative industrial policies without the consent of business. 


Sweden: Labour Market Policies and Industrial Policy 


Sweden is a second example of a country in which the trade union 
movement has been incorporated closely into policy processes. As in 
the Netherlands, the government relied heavily on macroeconomic 
management and consensual wage regulation, but resorted to selective 
measures when confronted with industrial decline. Nevertheless, there 
are important differences. In the Netherlands, the socialist trade union 
federation, the NVV, and the party to which it was allied, the Labour 
party (PvdA), shared power with religiously based parties and trade 
union federations; as a result, both were forced to compromise on a 
number of issues. In Sweden, the Social Democratic party and the 
national trade union federation, the LO, did not face similar competition 
for the allegiance of the working class. Although it lacked a majority, the 
Swedish party was in a stronger position to place its stamp on policy. 

The greater strength of the left in Sweden is reflected in the terms of 
the social bargain, and in postwar wage policies. Reflecting the limits of 
the Socialists’ power in Sweden, the major policy innovations under the 
Socialists involved neither socialization of wealth nor planning, but 
rather the expansion and elaboration of social welfare policies, carefully 
orchestrated counter-cyclical policies, and “‘solidaristic” wage policies 
that forced wages up (Martin, 1979; 1984). Solidaristic wage policies were 
the LO’s answer to the need for wage restraint in order to maintain 
international competitiveness: rather than endorsing wage restraint as a 
device for providing jobs, the LO developed its own version, the Rehn 
model (after the LO’s chief economist), which insisted on uniformly high 
wages in all sectors of the economy. This squeezed weaker firms and 
encouraged the shift of resources into areas in which larger profits could 
be expected. Shifts in investment were in accord with the LO design: 
higher wages could be extracted from more productive industries. The 
government eased the resulting dislocation with active labour market 
policies designed to retrain workers. Manpower programs were supple- 
mented by counter-cyclical measures (Martin, 1979; 1981; 1984; Esping- 
Andersen and Friedland, 1982). 
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The Swedish case reflects the policies of a strong, cohesive labour 
movement working through a dominant, kindred party and involves an 
indirect industrial policy administered through centralized wage bar- 
gaining. Neither the LO nor the Social Democrats were strong enough to 
socialize major industries; instead, the party and trade union federations 
worked within the capitalist system, and tried to shape it to their 
advantage. This was done as part of a social contract in which the 
Socialist government left capital to its own devices but, at the same time, 
implemented policies which effectively restructured the economy by 
encouraging investments which would provide workers with better- 
paying and more productive jobs. The specific content of investments 
remained in private hands; however, incomes policies and counter- 
cyclical policies influenced the thrust and timing of private investments 
(Martin, 1981, 1984; Pontusson, 1984). Individual workers were disrupted 
in the process, but the centralization of the trade union movement 
insulated leaders from rank and file pressures. 

Swedish policies shifted in the 1960s and 1970s. In the early 1960s, the 
LO began to raise questions about the extent to which existing labour 
market policies could cushion workers from the impact of structural or 
technological change. Although there was no change in the LO’s commit- 
ment to structural change, LO reports stressed the need for more 
“active” and “coordinated” industrial policies (Martin, 1984). In 1967, 
the ruling Social Democrats, smarting from losses in 1966 municipal 
elections, took up the theme and called for an “offensive industrial 
policy.” By 1973, a number of instruments for selective intervention and 
support were in place: these included a state investment bank, a state 
holding company and a board charged with fostering technological 
development (Lundmark, 1983; Pontusson, 1984). The Social Demo- 
crats’ original intent was to promote innovation. However, particularly 
under the bourgeois (i.e., non-Socialist) coalition which assumed office 
in 1976, rescues and bailouts predominated. By the late 1970s, older 
sectors such as textiles, glass, timber, steel, and shipbuilding were 
receiving assistance (Lundmark, 1983; Pontusson, 1984). 

As in the Netherlands, trade unions played a role. In his examination 
of Swedish responses to crises, Lundmark describes government inter- 
vention in shipbuilding. This began in 1974, when credits were granted 
for expansion. In 1975, the impending failure of a Gothenberg shipyard 
forced deeper involvement. In order to prevent the bankruptcy, the 
government took over the yard. The Gothenberg yard was then merged 
with a second yard, with the government retaining a 50 percent share. 
Further crises led to the incorporation of other yards and the establish- 
ment of Swedyard as a publicly owned corporation. However, structural 
difficulties continued, forcing the government and Swedyard to consider 
reductions in capacity. Uncertain parliamentary support in 1978 and 1979 
(a minority Liberal coalition was now in office) delayed the implementa- 
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tion of plans to close two shipyards, as well as a compromise plan which 
would have spread the impact over a larger number of yards (Lundmark, 
1983, pp. 232-36). 

Trade unions were involved in a number of phases in this process. 
According to Lundmark, the 1975 takeover of the Gothenberg yard 
resulted in part from trade union criticisms of the shipyard management. 
Representatives of the metalworkers participated in a ministerial com- 
mission, a royal commission and, after the change of government, a 
ministerial task force dealing with the troubles of the industry. The trade 
unions also enjoyed statutory representation on firms’ boards of direc- 
tors, and could also make their views known in parliament (which in this 
case was the final arbiter) through their ties with the Social Democratic 
party. These diverse channels of access allowed unions to follow devel- 
opments and oppose less desirable restructuring schemes (Lundmark, 
1983). However, it is difficult to assess how much influence this gave the 
LO or the metalworkers’ union; divisions in the bourgeois coalition 
increased the leverage of the opposition Social Democrats. Moreover, 
although Lundmark’s sketch suggests that the unions were influential, 
he asserts that the principal decisions were made by management and 
the government (Lundmark, pp. 253-37, 241) and notes that the unions 
“complained that the crisis measures were fait accompli” (p. 237). Sim- 
ilarly, Pontusson argues that the trade unions’ role in restructuring was 
marginal: 


In general, industrial policy-making has pivoted on direct state-business 
relations, and by-passed corporatist structures of interest mediation. The 
tripartite sector councils set up in the late 1960’s evolved into discussion 
clubs, without any real policy-making functions. . . . The most important 
industrial policy measures have been formulated and administered directly 
by the Ministry of Industry. The terms of state aid to industry have been 
worked out through negotiations between policy makers and corporate 
management. Jo the extent that labor has at all participated in such negoti- 
ations, it has been represented by local unions, which have typically 
assumed the role of lobbying for their firms. (Pontusson, 1984, pp. 13-14, 
emphasis added) 


Pontusson’s comments are of particular interest because they suggest 
that, as in the Dutch case, the presence of trade unions does not 
guarantee that they will be influential, and that industrial policy may 
divide local unions and national organizations. 

Although market failures and the need for restructuring projected 
Swedish unions into sectoral discussions, aid for declining industries is 
not the main focus of LO views on industrial policy. The rescues and 
bailouts of the late 1970s reflected the actions of a narrowly based right- 
wing coalition anxious not to associate itself with unemployment 
(Lundmark, 1983; Pontusson, 1984). Selective aid conflicts with the view 
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that industries should adapt to the market and opens the possibility of 
conflicts between the LO and local or sectoral unions — something 
which the LO has striven to avoid (Martin, 1984). LO thinking moved ina 
different direction and began to address problems of industrial democ- 
racy and sources of investment. Previous policies had assumed that 
investments would come largely from the private sector. However, soli- 
daristic wage policies had encouraged not only the ongoing moderniza- 
tion of Swedish industry, but also concentration of ownership (Esping- 
Andersen, 1981). This led to growing concern with the sources of invest- 
ment. As Andrew Martin points out, the question of whether invest- 
ments were to come from the private or public sector remained unre- 
solved in the Rehn model. In the 1960s, consideration was given to using 
pension funds for this purpose, in effect using the funds as an instrument 
of industrial policy, but this idea was not fully developed until the 1970s, 
when the LO introduced the Meidner Plan, which proposed to transfer 
shares of firms’ profits into union-controlled wage-earner funds. These 
funds would have voting shares in firms and, over time, gain control over 
Swedish industry (Martin, 1981; 1984). 

In its original form, the Meidner Plan represented a device to ensure 
investments and gain greater ownership and control over firms. Estab- 
lishing the proposed wage-earner funds would provide a basis for ensur- 
ing public investment without necessarily provoking a flight of capital. In 
addition, it would also provide a rationale for accepting wage restraint in 
order to facilitate investment, without the benefits automatically accru- 
ing to capital (Esping-Andersen, 1981). However, the plan, as proposed, 
was not necessarily an instrument of industrial policy in the sense of 
providing selective aids to industry; what it would have done was pro- 
vide a means for ensuring that some of the benefits of successful indus- 
trial policies accrued to workers and their unions (Martin and Ross, 
1980). This could provide a basis for union participation in industrial 
policies even if these policies resulted in net losses of jobs. However, 
precisely because the Meidner Plan would have transferred control over 
investment to unions, employers and the bourgeois parties opposed it. 
The compromise version which has been passed greatly dilutes the 
potential for union control (Martin, 1984; Bornstein, 1984). 


Britain: Trade Unions at Arm’s Length 


The case in Britain is both similar to and different from that in the 
Netherlands and Sweden. Britain emerged from World War II with 
widely shared commitments to full employment and the expansion and 
elaboration of the welfare state in order to ensure minimal levels of 
subsistence. It adopted Keynesian techniques in order to manage the 
economy. Over time, as the British were confronted with the decline of 
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major firms and industries, selective intervention became more and 
more prominent. However, trade union involvement in industrial pol- 
icies has been far less extensive than one might imagine, particularly 
when one considers the purported strength of the British trade union 
movement and its connections with the Labour party. 

In order to understand the lack of trade union involvement in British 
industrial policy, it is useful to examine the evolution of postwar eco- 
nomic policy. Britain emerged from World War II with a strong trade 
union movement and a Labour government. After a brief period in which 
the Labour party nationalized certain industries and attempted to plan 
the economy, the British settled on macroeconomic management as the 
best means to guide the economy and ensure full employment. However, 
there was a continuing tension between the Treasury’s attempts to 
manage the domestic economy and the role of the pound sterling as a 
reserve currency. Maintaining the value of the pound worked to the 
advantage of British finance capital, which invested heavily overseas, 
but complicated the Treasury’s attempts to manage the economy. 
Expansive policies invariably led to a surge of imports that produced 
balance of payments deficits, requiring restrictive measures to ease 
pressures on the currency. In turn, restrictive measures led to increased 
unemployment and pressures for expansion (Blank, 1977). Successive 
rounds of “stop and go” led to a search for alternative solutions. In the 
1960s, Conservative and Labour governments attempted to enlist trade 
unions and employers’ associations in a program of national economic 
planning. In 1962, the Conservatives established the National Economic 
Development Committee (NEDC), a tripartite structure with equivalent 
sectoral Economic Development Committees (EDCs or “‘Little 
Neddies’’), and an autonomous planning structure, the National Eco- 
nomic Development Office (NEDO). The Conservatives’ planning exer- 
cise was barely underway when Labour returned to power in 1964. In 
order to give greater political direction to the process, the Labour 
government brought the NEDO under the control of the newly estab- 
lished Department of Economic Affairs (Shonfeld, 1965; Leruez, 1975). 
Nevertheless, the exercise was anything but a success. Neither the 
NEDC nor its sectoral counterparts proved able to give direction to 
individual firms. Nor did Labour pursue the expansive policies which 
would have added impetus to the plan. Instead, targets were ignored and 
economic planning, like much of Labour’s 1964 and 1966 programs, was 
impaled by the refusal of the Wilson government to devalue the pound 
until 1966. This meant that economic policies remained caught in the 
pattern of stop and go which planning was supposed to end (Lereuz, 
1975; Blank, 1977; Hall, 1984). 

The planning experiments of the mid-1960s were superseded by con- 
troversial attempts on the part of both parties to regulate trade unions in 
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order to reduce strike rates, and by increased recourse to selective 
industrial policy. Impetus for selective measures came in part from the 
desire to modernize Britain’s aging industrial base and in part from the 
need to rescue firms in order to maintain employment. Selective mea- 
sures, which dated back to the 1950s, when the government promoted 
reorganization of textile mills, increased under the Labour government 
in the late 1960s. In office from 1970 to 1974, the Conservatives, led by 
Edward Heath, initially rejected selective aids, but found themselves 
compelled to make a U-turn in 1972 in order to rescue Rolls-Royce from 
bankruptcy. The 1972 Industry Act expanded existing regional 
assistance programs and permitted extensive assistance to firms outside 
of assisted regions as well. The Labour party returned to power in 1974 
even more firmly committed to the use of selective industrial policy. The 
1975 Industry Act augmented the 1972 law by establishing the National 
Enterprise Board (NEB) as a holding company for state-owned enter- 
prises and providing for the conclusion of planning agreements as a 
condition of assistance. The act also enabled the government to require 
firms to disclose information; however, only one planning agreement was 
concluded (with Chrysier), and the latter provision was never implemen- 
ted (Grant, 1982). 

The intent of the industrial policies of the 1970s was to promote the 
development of new industries and facilitate the modernization of older 
ones. However, practice diverged from intent. Rescue operations pre- 
dominated. The National Enterprise Board, charged with the promotion 
and sponsorship of new industries, actively promoted the development 
of high-technology industries; however, it was also saddled with a 
number of the lame ducks, such as Rolls-Royce and British Leyland, 
which the government felt compelled to sustain. The net effect was to 
expand the government’s portfolio of both profitable and declining indus- 
tries. The Conservative government, led by Margaret Thatcher, has 
since reversed this trend by selling off more profitable firms, limiting the 
NEB’s ability to borrow funds and, in general, replacing selective mea- 
sures with market-oriented policies (Grant, 1982). 

Thus far, we have said relatively little about trade union support of or 
participation in industrial or economic policies. Trade union involve- 
ment must be considered both in terms of formal modes of access (the 
ways in which unions are plugged into the political system) and in terms 
of trade union participation in policy coalitions and the postwar social 
bargain. The former are well known. Trade unions in Britain are con- 
nected to the system through their affiliation with the Labour party, 
through direct consultation with politicians or bureaucrats, through 
participation in tripartite structures such as the NEDC and its economic 
development committees, and, more recently, the sectoral working par- 
ties established under the 1975 Industry Act. Close contact, however, 
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does not necessarily mean influence; although British trade unions have 
been involved in economic and industrial policies, rarely have they been 
able to shape policies to their taste. 

Neither their connections with the Labour party nor their participa- 
tion in tripartite structures grant the trade unions or the Trades Union 
Congress (TUC) control over party or government policies. Ties between 
the unions and the Labour party are frequently strained, and tripartite 
structures in Britain are weaker than in other countries. Although trade 
unions control a preponderant proportion of the votes in the Labour 
party’s annual conference, the unions are rarely sufficiently unified to 
dictate policy to the party. Except on matters directly affecting them, the 
party leadership acts independently of the trade unions. Close ties 
permit trade union leaders to influence politicians, but these same links 
can be used to persuade trade union leaders to endorse government 
policies. This has been especially true when Labour is in power: con- 
fronted with the tasks of ensuring profits in a mixed economy, Labour 
governments have frequently requested trade unions to accept voluntary 
wage restraint (Panitch, 1977a). When this has occurred, the unions have 
usually acceded to the government’s request. However, as Panitch points 
out, this has typically resulted in increased militancy at the base and the 
eventual collapse of incomes policies. As a result, trade union influence 
is problematic. When the Labour party is in opposition and party leaders 
feel that it is desirable to move closer to the unions, union influence can 
be considerable; this was the case in the early 1970s, following a major 
disagreement over Labour’s attempt to regulate the trade unions in 1969. 
However, as the experience of the late 1970s illustrates, this can be 
reversed when Labour is in power. 

Labour governments have been equally independent on matters of 
industrial policy and the management of nationalized industries. In 
Labour party and Trades Union Congress doctrine, the nationalization 
of industry has been regarded as the principal tool for asserting public 
control over the economy. However, the nationalization of industry has 
rarely been used as a device for asserting greater trade union or worker 
control over industry (Bornstein and Gourevitch, 1984). Although trade 
unionists have occasionally held seats on the boards of nationalized 
firms, the predominant pattern has been to establish public corporations 
with autonomous managements and no co-determination or worker 
control. Nor were trade unions granted anything more than a minor role 
in the operation of the industrial policy instruments established in the 
1970s: although trade unionists were represented on both the National 
Enterprise Board and the sectoral working parties (SWPs) which oper- 
ated under the aegis of the National Economic Development Council, 
trade unions had little direct influence over industrial policy.? As a 
result, with the exception of changes in work rules negotiated during 
collective bargaining, trade unions have had little voice in structural 
policy or investment decisions. 
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The absence of trade union influence reflects both Labour party 
predilections and trade union priorities. In the immediate postwar 
period, the Trades Union Congress regarded public ownership not as a 
device for changing the economic system but rather as a means of 
ensuring full employment and a more equitable distribution of wealth; 
when Keynesianism proved to be an adequate substitute, interest in 
nationalization faded (Bornstein and Gourevitch, 1984). Later, in the 
1970s, when the crises of the British economy were more apparent, the 
TUC stressed planning and nationalization as steps toward socialism, 
and argued for a greater role for unions in economic decision making. 
However, public control was not seen as means for implementing struc- 
tural policies, and neither planning, nor nationalization, nor trade union 
participation was given priority (Bornstein and Gourevitch, 1984). 
Labour party and TUC priorities are amply demonstrated by the 1975 
Social Contract, negotiated by the Wilson government and the TUC. In 
addition to promising repeal of the Conservatives’ Industrial Relations 
Act and enjoining Labour to forswear statutory incomes policies, the 
Social Contract was to have given trade unions a voice in economic 
planning and industrial policy decisions. However, tensions resulting 
from three years of wage restraint, which the Social Contract forbade, 
wrecked the agreement well before these provisions could be implemen- 
ted (Bornstein, 1984; Bornstein and Gourevitch, 1984). 

Tripartite relationships are equally problematic. Tripartite arrange- 
ments work best where all relevant interests are represented and able to 
make decisions which bind themselves and the other parties. Britain’s 
experiment in tripartism, the National Economic Development Council, 
was flawed in several ways. First, NEDC decisions were not binding on 
unions, business and government, which meant that there was no way of 
implementing them (Shonfeld, 1965; Hall, 1984). Second, although tri- 
partism was intended as a device to reconcile and harmonize the inter- 
ests of labour and capital, the NEDC was not fully representative of 
British capital. In contrast to other countries we have been discussing, 
there is a major division in Britain between finance and industrial capital 
(Longstreth, 1979). British finance capital is internationally oriented. In 
contrast, British industrial interests are domestically oriented. Although 
banks provide long-term finances, firms raise investment capital on the 
stock market or, more typically, out of profits (Zysman, 1983). British 
industrial interests, organized in the Confederation of British Industries 
(CBI), were representated in the NEDC, along with the TUC. However, 
finance capital, in many respects the stronger interest, was not present. 
In the absence of finance capital, it would have been difficult for indus- 
trial interests to complete their side of any bargains struck with labour 
(Hall, 1984). 

Our analysis suggests that British trade unions have had little direct 
influence over industrial policy decisions. Nevertheless, it would be a 
mistake to think that the trade unions or workers were entirely absent 
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from such decisions. Although the available evidence is limited, workers 
and their unions have been active in pressing for the rescue of declining 
firms. A shop stewards’ inquiry into the failure of the trade union 
movement to secure greater control over industrial policy, State Inter- 
vention in Industry: A Workers’ Inquiry (Newcastle Trades Council, 1980), 
indicates that shop stewards pressed for intervention in a number of 
instances. These include demands for the nationalization of Tyneside, 
Merseyside, and Swan Harbour shipyards, the development of alterna- 
tive proposals for Lucas Aerospace, and the formation of a nationwide 
shop stewards’ coalition, the Power Engineering Industry Trade Union 
Commission (PEITUC), which lobbied the government for the assign- 
ment of contracts for new electricity generating equipment to Parsons 
and other power engineering firms in a way which would preserve 
employment. The report also indicates considerable division between 
shop stewards and trade unions, and is critical of the trade unions for 
ignoring shop stewards’ proposals and not pressing their demands on the 
Labour party (Newcastle Trades Council, 1980). Ina somewhat different 
vein, Brian Hogwood’s study of the takeover of the British shipbuilding 
industry (1979) indicates the existence of pressures from the unions to 
avoid redundancies as well as considerable disagreement among the 
many craft-based unions operating in the industry; these typically 
involved demarcation disputes, layoffs, and the reorganization of work. 
Ovenden’s study of the nationalization of the steel industry (1978) docu- 
ments similar rivalries among trade unions operating in that industry and 
argues that the positions of the two largest unions, the British Iron, 
Steel, and Kindred Trades Association (BISAKTA) and the National 
Union of Blast Furnacemen (NUB), on both nationalization and workers’ 
control were largely reactive. Impetus for nationalization came largely 
from the Labour party, while proposals for workers’ control came from 
the National Craftsmen’s Coordinating Committee (NCCC), a coalition 
of smaller unions operating in the industry (Ovenden, 1978). 

These diverse cases suggest trade unions lack any sustained influence 
in British industrial policy. Although unions are a factor which policy 
makers are likely to take account of in their decisions, a variety of 
circumstances limit trade union influence. In addition to relations with 
the Labour party and the limits of tripartite institutions, the highly 
decentralized structure of the British trade union movement is a further 
obstacle. The Trades Union Congress has little control over affiliated 
unions and the prevalence of craft organizations means that there are 
invariably a large number of unions operating in any one firm or industry. 
Rivalries among unions make it difficult to reach agreement on common 
positions, other than the defence of existing jobs, a position which 
British unions frequently take. Deeper involvement would put the move- 
ment at risk. The TUC’s problem is aptly summed up by A.G. Jordan’s 
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comments on trade union participation in the planning agreements 
espoused by the Labour party in the mid-1970s. Two such agreements 
were signed, one with Chrysler and one with the National Coal Board. 
Paraphrasing Gerald Kaufman (1980), a minister in the Department of 
industry at the time, Jordan notes that: 
The TUC, asked if unions at the national level would like to be signatories, 
hastened to decline. The unions realized full well that planning agreements 
might involve redundancies as part of internal restructuring and to become 


party to those redundancies would be internally damaging to the unions. 
(Jordan, 1981, pp. 111-12) 


Our analysis shows that British trade unions are not equipped to do 
much more than react to events and proposals. That, of course, does not 
mean that the TUC lacks a position on industrial policy. On the contrary. 
In addition to general commitments to nationalization and economic 
democracy, the TUC endorses selective import controls to protect Brit- 
ish markets from foreign competition, reflationary measures, and with- 
drawal from the European Economic Community. The trade unions also 
favour aid to industries, both to rescue firms from collapse and to 
promote technological innovation; and believe that such aid should be 
linked to planning agreements that specify the nature of the investment 
and the impact it would have on labour (Grant, 1982; Evans, 1980; Martin 
and Ross, 1980). How widely shared such sentiments are and whether 
they are likely to receive priority are other matters. For the moment, 
British unions are busy trying to defend previous prerogatives. 

We have now considered trade union involvement in diverse settings. 
The cases we have examined suggest that, for most of the postwar 
period, there was little direct trade union involvement in industrial 
policy. In France, unions were excluded from policy processes and had 
no direct impact on industrial policy. In Britain, unions had some 
impact, but no sustained role in economic or industrial policy. Although 
we have not yet discussed them, the same could be said of Canada and 
the United States. Even in countries such as the Netherlands and 
Sweden, where trade unions were incorporated far more closely into 
economic policy making, trade unions had little influence over industrial 
policies. Although, in these instances, unions participated in policy 
coalitions which promoted economic growth and full employment, the 
predominant policies were general rather than specific, and unions had 
no control over investments. 

More recent patterns contrast with those of earlier years. In the 
United States and Canada, trade unions have participated in defensive 
coalitions seeking protection for ailing industries. In Sweden and the 
Netherlands, trade unions have been involved in the reorganization of 
sectors in decline. In the next section, we will explore this in greater 
detail. 
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Trade Unions and the Politics of Industrial Decline 


The last ten to fifteen years provide fertile ground for exploring trade 
union involvement in industrial policy. In contrast to the earlier postwar 
period, changing patterns of international competition, together with 
growing retrenchment and restructuring in older sectors of the economy, 
have tempered expectations of unlimited growth and altered the context 
in which the postwar social bargain operated. Trade unions can no longer 
be certain that capital will provide investments to generate or sustain 
employment. Instead, firms in a number of sectors have shifted to more 
capital-intensive investments, or moved production to cheaper loca- 
tions, or sought protection, subsidies, or other forms of government 
assistance. The question we must consider is whether trade unions, 
which were previously excluded from direct involvement in industrial 
policy, have been able to use either market power or political power to 
inject themselves into such decisions and, if they are involved, what role 
they play. 

In our discussions of the Netherlands and Sweden, we noted instances 
in which trade unions were involved in industrial policy. In this section, 
we will examine these and other cases in greater detail. In doing so, we 
will attempt to delineate the circumstances in which trade unions are 
likely to be involved and the extent to which they are likely to be able to 
exercise influence over industrial policy decisions. Our cases fall into 
two distinct patterns. In one, trade unions participated in defensive 
coalitions which lobbied for protection. In the other, trade unions were 
involved in the reorganization of declining industries. 


The Politics of Defensive Coalitions 


The United States 

The cases presented in Zysman and Tyson, American Industry in Interna- 
tional Competition (1983), enable us to examine the politics of protection 
in several industries. Studies of textiles, steel, and the colour television 
industry demonstrate several common features. First, the predominant 
response of U.S. industries that have perceived themselves to be threat- 
ened by foreign competition has been to seek exemption from the liberal 
international order which the United States actively promoted in the 
postwar era. With the exception of the colour television industry, there 
were few attempts to move production offshore or to upgrade products 
or processes in order to retain comparative advantage. Second, coali- 
tions seeking protection have been able to take advantage of the multiple 
points of access which the American political system provides; the 
Congress, with its strong local and regional representation, shifting 
coalitions, and its ability to block or modify federal government pro- 
posals, has been a favoured point of access. Third, although trade unions 
frequently have been enlisted as participants in protective coalitions, 
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there is little evidence that trade unions have either initiated the process 
or been able to define the terms of the discussion. Instead, trade unions 
join employers in an uneasy coalition in order to preserve jobs. 

The efforts by the textile and apparel industries to obtain protection 
from foreign competition (Aggarwal and Haggard, 1983) are typical. 
Postwar battles to secure protection date back to the liberalization of 
trade in the 1930s and particularly to the textile industry’s response to 
cotton support programs which increased the cost of cotton fibres. 
Confronted with higher costs, the industry’s principal response was to 
seek protection against lower-cost Japanese imports. Although different 
segments of the industry were not affected in the same way, cotton fibre 
producers were able to recruit woollen and synthetic textile producers, 
apparel manufacturers, and labour unions into the coalition; other seg- 
ments of the textile industry were brought along when restraints on 
cotton imports (principally from Japan) encouraged foreign producers to 
shift into other fabrics (pp. 252-53, 265ff.). As noted, the more frag- 
mented apparel manufacturers were also enlisted, although many might 
have benefited from lower cost imports. Labour unions, constantly 
confronted with the problem of maintaining their strength in an industry 
that was shifting from unionized to non-unionized locations, were also 
brought, somewhat reluctantly, into the coalition for protection. 
Although, in 1958 Senate hearings, the United Textile Workers of Amer- 
ica argued that the problems of the industry were domestic and not 
international, and proposed the creation of a Textile Development 
Agency (which was to be charged with promoting research and develop- 
ment and the administration of manpower programs including a shorter 
working week and retraining and retirement programs), the textile 
unions supported efforts to exempt the textile industry from the 1962 
Trade Act (Aggarwal and Haggard, 1983, pp. 266-68). Subsequently, 
unions took part in the coalitions promoting the Long Term Agreement, 
the Multi-Fiber Arrangement, and other devices to restrict imports. A 
similar coalition emerged in the footwear industry. Although initially 
unsuccessful, in 1977 joint appeals from the AFL-CIO and the American 
Footwear Industries Association resulted in an orderly marketing agree- 
ment restricting imports (Yoffie, 1983, pp. 338-39). 

Defensive coalitions also operated in the American steel and colour 
television industries. Borrus (1983) examines steel industry responses to 
foreign competition. Rather than rebuilding or modernizing their plants, 
U.S. producers responded to Japanese product and process innovations 
by seeking protection in order to preserve their market share. Labour 
was an integral part of the coalition. In 1967, the United Steelworkers 
and the steel producers collaborated in a campaign to secure relief from 
imports. Both lobbied the Congress in order to force the U.S. govern- 
ment to negotiate a voluntary restraint agreement; this was to give the 
industry time to adapt (p. 84). In 1974, the same coalition was instrumen- 
tal in the designation of steel as a sector which could be the subject of 
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special discussions during trade negotiations (p. 85). In 1977, following 
the negotiation of a costly contract and a wave of layoffs and plant 
closures, demands for protection intensified. Local union leaders and 
public officials formed the Steel Communities Coalition, and a bipar- 
tisan steel caucus emerged in the U.S. Congress. Pressures there 
resulted in the appointment of the Task Force on Steel, directed by 
Undersecretary of the Treasury, Anthony Solomon, and charged with 
the formulation of a comprehensive program for steel (pp. 90—92). Under 
considerable pressure from the industry, the Solomon task force pro- 
posed incentive schemes for modernization; assistance to ease costs of 
adjustment; a trigger-price mechanism to prevent dumping on U.S. 
markets; and a tripartite committee to facilitate cooperation among 
unions, business, and government (pp. 93—96). The Solomon plan recog- 
nized the need for restructuring, but left the task to the industry. The 
larger firms responded by shifting investments from steel to other sec- 
tors (pp. 98-99). 

In the colour television industry, the way in which the defensive 
coalition emerged was somewhat different. When Japanese colour tele- 
vision receivers began to capture a larger share of the American market 
in the late 1960s and the early 1970s, management and unions pursued 
separate strategies. Firms filed appeals under fair trade legislation, but 
at the same time began to shift production of components offshore in 
order to reduce costs. Anxious to preserve jobs, unions petitioned for 
relief under the 1962 Trade Expansion Act (Millstein, 1983, p. 123). The 
unions and firms differed on tax treatment for multinationals and the 
application of tariffs to components and assemblies produced offshore 
(p. 124). Separate actions and petitions continued until 1975, when 
unions and firms came together in COMPACT, a coalition of ten AFL-CIO 
unions and domestic television receiver and components manufacturers 
seeking restrictions on imports of finished products (p. 128). Further 
manoeuvres forced the U.S. government to negotiate an orderly market- 
ing agreement with Japan in 1977. This required the Japanese to shift a 
portion of their final assembly to the United States, but did nothing to 
prevent American firms from shifting their production offshore 
(pp. 132—36ff.). 

These cases suggest clear limits to the extent of trade union coopera- 
tion and influence in defensive coalitions. Essentially, trade unions and 
firms set aside adversarial relations long enough to petition a third party, 
the government, for assistance and relief from foreign competition. As 
Aggarwal and Haggard and other authors in the Zysman and Tyson 
volume suggest, protection is the “lowest common denominator” on 
which the trade unions and manufacturing interests can agree. Typically, 
the firms or business associations involved control the definition of the 
issues at stake, and there is no thought of involving government or trade 
unions in management of firms. Instead, both are kept at arm’s length 
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and enlisted only when their assistance is explicitly required. Unions 
may in some instances initiate the process, or lobby separately, but they 
are unable to impose alternative definitions or solutions. 


Canadian Textiles 

Although the permeability of the U.S. Congress provides fertile ground 
for lobbying, defensive coalitions are not confined to the United States. 
In their study of the textile and clothing industry in Canada and France, 
Mahon and Mytelka (1983) examine the operation of a similar defensive 
coalition in Canada. Beginning in the late 1960s, the Canadian Textile 
Institute enlisted the textile unions and the provinces of Ontario and 
Quebec in a campaign against low-cost imports. Lobbying efforts 
resulted in the development of a new textile policy by the newly formed 
Department of Industry, Trade and Commerce. Launched in 1971, this 
policy combined import controls with programs designed to encourage 
adaptation and modernization. In order to secure import quotas, textile 
firms had to submit adjustment plans to a Textile and Clothing Industry 
Board. The ensuing review enabled the board to comment on adjustment 
plans and encourage firms to modernize production and adapt to chang- 
ing conditions in international trade. However, this involved only firms 
petitioning for relief and not the industry as a whole. The policy worked 
more effectively in textiles, where the larger firms adapted, than in the 
more fragmented clothing sector (pp. 563-71). 

Although the policy which emerged in Canada differed somewhat 
from that which evolved in the United States, the role of trade unions 
was similar: unions served principally as co-petitioners in defensive 
coalitions. However, in Canada the industry brief was addressed to the 
cabinet and the new policy was formulated by a government department 
concerned with both domestic industry and foreign trade. As Mahon and 
Mytelka point out, demands for protection pitted the industry and trade 
branches against each other, and resulted in a policy which combined 
temporary protective measures with incentives for adjustment. 


Trade Unions and Industrial Restructuring 


In the course of our examination of trade union participation in Dutch 
and Swedish economic policy, we considered several instances in which 
trade unions had participated in the restructuring of firms or sectors in 
decline. Trade unions were involved in the restructuring of the Dutch 
textile industry and in the reorganization of Swedish shipbuilding. 
Although one can raise doubts about the extent of trade union influence, 
the Dutch and Swedish experiences indicate that there are circum- 
stances, other than participation in defensive coalitions, in which trade 
unions are involved in industrial policy decisions. In the Dutch and 
Swedish cases, factors leading to the involvement of trade unions 
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included previous traditions of cooperation, legal rights of factory coun- 
cils to be consulted about impending changes, and the support of govern- 
ments anxious to preserve employment. In the Dutch case, the market 
power of the trade unions — unions had become more militant in the 
early 1970s and workers had occupied ENKA’s Breda plant — also 
played a role. In order to delineate these circumstances more fully, we 
need to explore a wider range of cases. 

West Germany and Austria provide further examples of countries with 
traditions of cooperative labour relations and systems of co-determination 
which inject unions into industrial policy decision. Austria has an intricate 
web of corporatist policy-making structures which Germany lacks. Italy 
has no tradition of cooperative labour relations, but unions there nev- 
ertheless have been able to exploit market power in order to gain a voice in 
industrial policy. 


Austrian Textiles and Steel 

A recent study by Peter Katzenstein (1984) provides detailed treatment 
of trade union involvement in industrial policy in Austria. As in the 
Netherlands and Sweden, trade unions in Austria are incorporated into 
policy processes. However, the institutions and structures of corpo- 
ratism are far more pervasive. The economy is closely regulated by an 
Economic Council and Chambers of Labour and Agriculture, as well as 
wage and price commissions. Unions and employers share power in a 
variety of settings, including government structures, informal commis- 
sions, and the boards of directors of Austria’s nationalized industries. 
The system gives trade unions considerable influence. Trade union 
federations are consulted on major policy decisions, and both economic 
policies and the management of nationalized industries have been 
geared toward full employment. In addition, Austrian legislation 
requires that shop stewards be consulted about proposed reorganiza- 
tions and closures. Throughout the postwar period, Austrian industries 
have been accorded moderate protection (Austria was slower to remove 
tariffs than other countries). More recently, the Austrian government 
has intervened and granted credits in order to ease the impact of change 
in the steel and textile industries. 

Austrian policies reflect the nearly equal balance between Catholic 
and Socialist parties and the ways in which these two parties have shared 
power. From 1946 to 1966, both parties participated in a grand coalition, 
allocating power in proportion to parliamentary strength. Since 1966, 
single-party governments have been in office. However, early practices 
of power-sharing and proportional allocation have continued. According 
to Katzenstein, trade union influence stems not only from the strength 
and position of the Socialists, who were in power from 1970 until 1983, 
but also from the size of the nationalized sector and the concomitant 
weakness of business. Nationalized industries include two-thirds of the 
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fifty largest firms, with virtually half of the national product, and the two 
largest banks are also in state hands. The influence of private business is 
also diluted by the presence of a labour wing in the Catholic party, the 
principal avenue for business representation (Katzenstein, 1984). 

Katzenstein’s studies of the steel and textile industries demonstrate 
the position of Austrian trade unions. In the case of steel, the industry, 
nationalized since the war, had served as an instrument of overall eco- 
nomic policy. For a time, lower steel prices subsidized other industries, 
and a large workforce was maintained in order to sustain full employ- 
ment. When the industry ran into difficulties in the 1970s, employment 
was maintained and investment continued. However, mounting losses 
made this practice difficult to sustain. In the late 1970s, VEW, the 
industry’s specialty steel subsidiary, felt compelled to reduce capacity. 
Three distinct plans, proposing layoffs, short time, or wage cuts, were 
rejected by the factory council. Instead, a plan was negotiated which 
avoided layoffs but required workers to take ten unpaid vacation days. 
In 1979, cuts in fringe benefits were proposed, and in 1981 layoffs were 
again broached. In each instance, the factory council acceded to some 
changes, but nevertheless succeeded in reducing the scope of redundan- _ 
cies. Cutbacks were coupled with provisions for aid to the communities 
affected, as well as with compensatory measures for workers on short 
time or taking early retirement (Katzenstein, 1984). 

Trade unions were also involved in the merger and reorganization of 
textile firms in eastern Austria. As in the case of steel, the unions were 
involved from the start and were willing to accept reductions in the 
workforce in order to create a more efficient industry. When large 
infusions of cash failed to stem losses, the textile union acceded to 
further layoffs and, eventually, to the failure of the firm. However, 
workers and subcontractors were cushioned from the impact by gener- 
ous compensatory measures (Katzenstein, 1984). 


West Germany 

In their examination of West German responses to crises, Esser and 
Fach (1983) discuss instances in which West German trade unions were 
involved in industrial restructuring. These include the reorganization of 
the coal industry from 1958 onward, the restructuring of the Ruhr and 
Saar steel industries in the late 1970s and early 1980s, reductions in 
shipbuilding capacity, layoffs in the automobile industry, and rescues of 
firms, such as AEG Telefunken, in difficulty. Trade unions participated 
both through workers’ representatives on firms’ boards of directors and 
through ad hoc “‘crisis cartels” assembled to devise schemes for firms or 
sectors in difficulty. Other participants typically included the large 
investment banks, Ldnder (provincial) governments, and the federal 
economics ministry (pp. 107—108). Reflecting commitments to structural 
modernization and adaptation to the market, reorganization schemes 
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typically involved rationalization of production rather than recourse to 
protection. In many of the cases cited (the reorganization of the Ruhr 
and Saar steel industries and cutbacks in Volkswagen production are 
examples), the trade union IG Metall negotiated compensatory social 
plans. These eased the impact of layoffs by encouraging early retire- 
ments and providing special redundancy pay (pp. 111-20). 

Trade union involvement in restructuring reflects both the integration of 
the German trade union movement and the schemes of co-determination in 
effect in most industries. Relations between unions and employers are both 
cooperative and adversarial, although the latter element is often neglected 
in more stereotypical images of “Modell Deutschland.” Their cooperative 
stance means that trade unions can be useful allies when restructuring is on 
the agenda. However, co-determination is also a factor. In the coal and steel 
industries, where full parity co-determination operates (workers and 
owners have equal representation on boards of directors), trade union 
representatives are inextricably involved in decisions. In other industries, 
the practice is less extensive: the 1952 Works Council Act confined workers’ 
representation on firms’ boards of directors to one-third. The 1976 revisions 
to this act stopped short of full parity, but still provided workers and trade 
union representatives with information and an additional arena in which 
they could press their views (Esser and Fach, 1983). 


Italian Textiles 

Trade unions in the Italian textile industry have been closely involved in 
industrial policy decisions. In his examination of textile unions and 
restructuring in the 1970s, Michael Contarino (1984) found that trade 
unions were influential in three of the five regions studied. However, in 
contrast to many of the other cases we have considered, the Italian trade 
unions were not incorporated into national-level tripartite structures. 
Instead, trade union involvement took place against a background of 
growing market power of the trade unions, increased cooperation among 
Italy’s three trade union federations, and growing trade union interest in 
industrial policy. The strikes of the hot autumn of 1969 demonstrated the 
potential market power of Italian trade unions. In 1972, Italy’s three 
national trade union federations, the Communist-led CGIL, the 
Christian Democratic CSIL and the Social Democratic UIL, coordinated 
their efforts by concluding a Pact of Federation. Although this did not 
unify the three federations, it committed them to an interventionist 
posture which included gaining control over industrial restructuring 
(chap. 21). The national position was echoed in the textile federation 
(FULTA), which coordinated the efforts of each federation’s textile union. 
The FULTA position endorsed restructuring but argued that it should 
take place in ways which, at a minimum, would increase employment or 
would assure the competitiveness of firms. FULTA stressed the impor- 
tance of technology and investment and the need to upgrade production 
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and marketing and called for national and regional planning, credit 
facilities, support for research and development and marketing, and for 
the use of credit to prevent the decentralization of production from 
placing workers beyond union influence or protection (chap. 2). Protec- 
tion was regarded as at best a temporary measure. 

Although FULTA was unable to realize its demands nationally, local 
and regional organizations were nevertheless involved in industrial pol- 
icy. Contarino examined trade union influence in the restructuring of the 
textile, clothing, and footwear sectors in five areas: Busto Arsizio 
(Lombardy); Turin; two “‘Red-belt” areas, Prato and Carpi; and the 
Veneto. Trade union influence varied considerably. In Busto Arsizio, the 
local FULTA, which assumed an interventionist or “propositional” pos- 
ture, responded to the threatened closure of a major firm, Canton, 
which would have resulted in more than 2,000 layoffs, by proposing a 
counter-plan indicating ways in which the firm could be reorganized. 
This involved some cutbacks, sale of non-productive assets, new capital 
and new marketing strategies. A one-day general strike, coupled with 
national and regional backing and a threat of a factory occupation, 
backed up the FULTA position. Negotiations with the firm and the 
regional government led to the acceptance of an alternative plan. This 
committed the firm to re-absorb some of the affected workers and 
arranged compensation from special government funds for others 
(Contarino, 1984, chap. 3). In contrast, the textile unions in Turin, oper- 
ating in a different context with different traditions, assumed an opposi- 
tional stance when confronted with the prospect of layoffs of Mon- 
tedison and other firms. The unions opposed the layoffs but were unable 
to prevent them (chap. 4). 

In Prato and Carpi, Communist domination of local and regional 
governments was a factor in what Contarino describes as local neo- 
corporatism. Contarino argues that both the Italian Communist party 
(PCI) and the FULTA promoted the growth and competitiveness of firms, 
and supported research and development and market research in order 
to facilitate adaptation. In effect, both accepted the logic of the market 
and encouraged technological change, but at the same time sought to 
cushion workers from the adverse effects by emphasizing manpower 
programs and improvements in the quality and skill level of work. 
Confronted with plans for the rationalization of firms and changes in the 
organization of work, particularly growing decentralization of work- 
places, the unions responded both by explaining the necessity of change 
to workers and by developing schemes which pushed restructuring in 
directions desired by the unions. The potential market power of the well- 
organized and well-disciplined unions and the ability of Communist- 
controlled local governments to mediate between unions and firms 
assured that union plans would gain a hearing. In addition, as in Busto, 
unions were able to offer concessions such as a six-day work week, 
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which permitted more intensive use of machinery and made the union- 
sponsored schemes more acceptable to the firms involved (chap. 5). 

The position of the textile unions in Carpi and Prato contrasted 
sharply with their role in the Veneto, a Christian Democratic region. In 
this case, divisions among the textile unions inhibited a coordinated 
approach, and local and regional governments were far less concerned 
about the impact of restructuring on employment or ensuring that unions 
were consulted. As a result, unions had far less leverage in the process 
(chap. 6). 

The ability of textile unions to gain a voice in the restructuring of the 
industry reflects not only the context in which the unions operated but 
also the ability to deploy market power behind plausible alternatives. As 
we noted, the textile unions’ efforts were part of a broader strategy to 
gain a voice in industrial policy. Although many of the Italian trade union 
federations’ initiatives fell short of the mark, trade union influence was 
not confined to textiles. In his examination of crisis response in Italy, 
Michael Kreile (1983) asserts that trade unions enjoyed a veto over 
industrial policy (p. 216). Although Kreile does not cite specific sectoral 
decisions, he argues that trade unions were influential both in the diver- 
sion to the south of increasingly large proportions of state holding- 
company investment, and in insisting that industrial policies be job- 
oriented. As examples of the latter, Kreile cites the operation of GEPI, a 
public-financing agency involved in the rescue of firms, and its mandate 
to ensure the re-employment of workers displaced by cutbacks or clo- 
sures, and generous compensatory schemes for workers affected 
(pp. 206—216). Unfortunately, Kreile does not indicate whether these or 
other measures were passed with the assent of the trade union movement 
or merely put forward in the interest of placating unions. 


Trade Union Involvement Further Considered 


We have now examined trade union involvement in industrial policy ina 
variety of settings. The cases we have considered demonstrate two 
general patterns: the first, which characterizes unions in Canada and the 
United States, is participation in defensive coalitions lobbying for pro- 
tection from imports. The second, characteristic of the Netherlands, 
Sweden, Austria, West Germany and, to a certain extent, Italy, is trade 
union participation in the reorganization of declining sectors or firms in 
difficulty. These cases are strikingly similar: trade unions were drawn, or 
perhaps propelled, into discussions about the fate of weaker firms or 
industries, and were able to review and comment on restructuring plans. 
In some instances, trade unions vetoed restructuring schemes, but, in 
most cases, their influence was confined to cushioning the impact on 
workers or regions by delaying or preventing layoffs, spreading cutbacks 
over several regions, and securing compensatory measures such as 
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preferential hiring, retraining schemes, early retirement, subsidies for 
shorter hours, or extended unemployment benefits. In exchange, trade 
unions endorsed restructuring and sanctioned some redundancies. 
Finally, in these cases, recourse to protection was at best a minor 
element. 

Why are trade unions involved in industrial policy? The role of legit- 
imizing industrial change could be taken as an explanation, but the 
matter is not quite so simple. Although trade unions were involved in the 
cases we have considered, they were left out in many others: the French 
textile industry, where unions were systematically “marginalized,” is 
one example; the entire gamut of British industrial policy is another. If 
trade unions were drawn in to lubricate the process of change and make 
it more acceptable in some countries, why were they excluded in others? 

Because many of the cases occurred in countries with long traditions of 
corporatism, it is tempting to suggest that the inclusion of trade unions is 
simply an extension of national tripartism to sectoral decisions. However, 
this would not explain trade union involvement in West Germany or Italy, or 
for that matter in the Netherlands, where relations between unions and 
employers have been increasingly strained since the 1960s. Similarly, 
although factory councils and formal systems of co-determination figured in 
many of our cases, providing unions with either information or a forum in 
which to make their views heard, it did not figure in all of them; nor could 
co-determination, in and of itself, provide an explanation. 

If we want to understand the circumstances in which trade unions are 
involved, or involve themselves in industrial policy, we need to explore 
the problem from the perspective of the participants: capital, labour and 
government. We need to ask why capital would want to include labour, 
why labour would want to be involved, what resources it could bring to 
bear to ensure that it was, and whether governments would have par- 
ticular reasons to involve labour. !° 

Let us begin with capital. We have already suggested one reason why 
capital might want to involve labour: to legitimize restructuring. How- 
ever, this desire is not universal. If we were to survey the full gamut of 
restructuring decisions, including plant closures, shifts in investment or 
location, or changes in technology or production processes, we would 
discover that trade unions were involved in at best a minority of cases. 

Why is labour excluded? The most plausible explanations are that, in 
most circumstances, capital has no need to include labour and that 
including labour would reduce management prerogatives. Lest this 
appear circular, let us consider it in further detail. In settings in which 
property rights and the exercise of management prerogatives are consi- 
dered sacred, businesses have little need to legitimize investment or 
disinvestment decisions. If they want to close plants, they do it; con- 
sulting unions would make the process more difficult. When unions are 
included, it is for a reason. This might be because plant closures and 
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disinvestment decisions are regarded as illegitimate, or because firms 
are legally required to do so, or because a third party, typically govern- 
ment, insists on it as a condition for granting assistance. Alternatively, 
trade unions might be included because they have sufficient market 
power to disrupt the firm or society if they are excluded. 

This helps to explain the patterns we have observed. In Canada and 
the United States, firms have little reason to include unions except as co- 
petitioners in pleas for protection from imports. In the Netherlands, 
Sweden, Austria and West Germany, official policies have been geared 
toward full employment. Disinvestment decisions are not as legitimate 
and, at a minimum, require some explaining. In his examination of 
industrial policy in Austria and Switzerland, Katzenstein (1984) argues 
that prevailing norms and traditions of social partnership in both coun- 
tries encouraged consultation; Lundmark (1983) and Contarino (1984) 
make similar arguments about the policy cultures of social democratic 
Sweden and the Communist-controlled regions of Italy. We can extend 
the argument to the Netherlands and Germany. However, this is only 
part of the story. As Katzenstein points out, norms are reinforced by 
practice, and practices can change over time. In the countries we have 
been studying, practices of consultation are reinforced by both law and 
political relationships. Although co-determination laws are invariably 
weaker than many trade unionists would desire, they nevertheless draw 
unions into debates on restructuring. We have already alluded to work- 
ers’ representation on the boards of directors of West German firms. In 
Austria, plant reorganizations require the consent of shop stewards 
(Katzenstein, 1984). In Sweden, a 1976 law requires firms to negotiate 
with unions not only on hiring and firing, but on changes in the organiza- 
tion of work or the operation of the firm (Martin, 1984, pp. 262-63). 
Dutch law requires that firms give notice of proposed mergers and 
present reorganization plans to factory councils. Finally, the presence of 
parties of the left in government, alone or in coalition with others, or 
even in opposition with reasonable prospects of returning to power, may 
directly or indirectly reinforce proclivities toward consultation. 

In addition, the market power of trade unions is important; if trade 
unions lacked minimal ability to disrupt firms by witholding their labour, 
it is doubtful that trade unions would be involved in either macro- 
economic policy or industrial restructuring. In the case of the Italian 
textile industry, the market power of unions was a major factor propell- 
ing unions into industrial policy decisions. Similarly, market power was 
a factor in the Dutch textile industry. The reorganizations which 
Langdon studied took place in the 1970s, in a period when restiveness at 
the base and an increased frequency of wildcat strikes had forced Dutch 
trade unions to assume a more militant posture. In one case, ENKA- 
Breda, the occupation of the plant forced reconsideration of the pro- 
posed shutdown. In the other two, mass demonstrations and the pros- 
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pect that the unions might walk out of sectoral discussions helped to 
reinforce trade union demands (Langdon, 1980). Even so, neither market 
power alone, nor market power combined with proclivities to consult 
unions, can fully explain trade union participation in industrial policy: 
the impact of market power depends in large measure on how firms and 
government respond to it. If firms or government are willing to tolerate 
long strikes or social unrest, trade unions’ market power will be less 
effective than if firms or government are anxious to maintain social 
peace. 

Let us consider the matter from the perspective of the trade unions. If 
participation in industrial restructuring involves little more than legit- 
imizing layoffs or plant closures, why should trade unions want to be 
involved? There are a number of possible considerations. One is that 
many trade unions may not want to be included because there are few 
gains to be made; another is that standing by and letting things happen 
without attempting to influence the course of events may be equally 
unpalatable. A third is that unions may believe that there are gains to be 
made, and that by participating they may prevent or delay redundancies 
or at least secure concessions which protect the workers involved. If we 
survey trade unions in the countries we have been studying, we find all of 
these perspectives represented. Many Canadian, U.S. and British 
unions have avoided inclusion in industrial or economic policy decisions 
because the costs, such as loss of support and diminished freedom of 
action, outweighed prospective gains. French unions, with their max- 
imalist posture, took a similar tack, but are divided on their approach 
now that a socialist government is in office. Austrian, Swedish, West 
German and Italian unions have taken the opposite approach and 
involved themselves in the interest of protecting workers as best they 
can. Dutch trade unions now take a middle position; in the late 1960s and 
early 1970s, trade unions participated in a number of sectoral commis- 
sions, but have since withdrawn from many of these. 

A number of factors condition trade union attitudes toward participa- 
tion in industrial restructuring. One, to which we have already alluded, is 
the style and posture of the trade unions and the ways in which these are 
shaped by both past experience and available opportunities. As 
Gourevitch et al. (1984) point out, trade unions are products not only of 
their pasts, but also of the web of relationships in which they currently 
find themselves. Even if union leaders desire it, changing strategies may 
be difficult because of member expectations, the demands made by 
kindred political parties, and the costs of abandoning established chan- 
nels or practices. Katzenstein (1984) argues that unions and other actors 
are unable to escape the corporatist networks in which they are 
involved. One could make a similar argument about the Netherlands: 
despite the frustrations of sectoral tripartism, which led unions to aban- 
don sectoral commissions, trade unions still talk to employers and 
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government regularly in a number of commissions attached to the Social 
and Economic Council. 

Second, the political climate is important. Many of the instances of 
social partnership at the sectoral level which we observed took place in 
countries in which social democratic parties were in power alone or in 
coalition with others, or in countries with governments anxious, for one 
reason or another, to promote employment. The bourgeois coalition in 
office in Sweden from 1976 to 1982 was a notable example of this. In Italy, 
the weakness of the Italian state may have created openings for trade 
union initiatives which do not normally exist in other countries, or if they 
do, go unnoticed by trade unions. Equally, however, governments which 
do not make employment their primary goal may create a climate in 
which trade union participation in industrial policy is difficult even if 
trade unions are favourably predisposed. As we have already noted, 
there are costs involved in participation; trade unions risk losing the 
support of their members if they sanction layoffs or offer concessions 
without getting something in return. More often than not, it is govern- 
ments who bear the costs of concessions. If governments are unwilling 
to foot the bill, then unions may find that the risks of participation are too 
high. 

A third factor, which may be of importance, is the way in which trade 
unions are organized. Mancur Olson (1982) has argued that the broader and 
more centralized an organization, the more likely it is to take a more general 
and less particularistic view of questions at hand. Of the trade union 
movements we have considered, it is indeed the more broadly based and 
centralized movements which have participated in both national economic 
policies and sectoral reorganizations. More decentralized organizations, 
such as the AFL-CIO and the Canadian Labour Congress, and trade union 
movements in which craft organization predominates, such as the British, 
are considerably less involved in either national economic policies or 
sectoral reorganizations. However, this does not mean that these unions are 
uninvolved in industrial policy. Instead, the kinds of policies which these 
organizations pursue are different. Some of the more narrowly based U.S. 
and Canadian unions have been active in seeking protection for various 
industries, and the AFL-CIO has been calling for a national industrial policy 
for the United States. Similarly, British trade unions have vigorously 
defended jobs and more recently have sought import controls to protect 
British industries. 

Although there is a difference in the kinds of policies pursued, it is not 
at all clear that it is the breadth of trade unions’ point of view which 
affects the nature and extent of participation in industrial policy. Oppor- 
tunities for participation may vary considerably. In addition, larger and 
more centralized organizations may simply have more resources and 
staff available, making them better equipped to formulate alternative 
policies; in contrast, highly fragmented trade unions, organized accord- 
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ing to craft, lack both the personnel and the flexibility to develop and 
pursue alternative plans. Even so, highly centralized organizations may 
find the selective aspects of industrial policy to be potentially too 
divisive to make them worth bothering about; instead, pursuing more 
general policies, such as the expansionary measures most trade union 
federations demand, helps to maintain common positions and keep the 
organization together. 

Let us come back to the main argument. We have now considered 
reasons why capital might want, or perhaps feel compelled, to involve 
trade unions in industrial policy, and some of the reasons why trade 
unions might or might not want to be included. At several junctures, we 
have alluded to the importance of government and suggested that, in 
some countries, government policies play an important role both in 
decisions regarding the inclusion of trade unions and in creating condi- 
tions under which trade unions are likely to participate. However, we 
have said little about governments or their reasons for including trade 
unions in industrial policy decisions or circumstances under which they 
are likely to do to so. Why do some governments include trade unions in 
industrial policy decisions while others exclude them? 

One possible explanation is that in certain countries, prevailing norms 
and traditions of social partnership require the inclusion of labour. 
Another is that some governments, typically of the left, include labour as 
a matter of course, or because they feel it necessary to do so in order to 
maintain their bases of support. A third possible explanation is that 
labour is included for instrumental reasons such as securing union 
cooperation and facilitating industrial restructuring. As we have already 
noted, most of the countries in which trade unions were involved in 
industrial restructuring had long traditions of social partnership, and 
parties of the left were prominent in many, but not all, of the govern- 
ments in power during the periods under discussion. 

If we want to understand the reasons why some governments actively 
seek to include unions while others exclude them, we need to consider 
not only prevailing policy culture and the political colour of govern- 
ments, but also the content of most industrial policies and the circum- 
stances under which they are implemented. Much of the industrial 
policy debate focusses on the desirability of positive or offensive indus- 
trial strategies. In practice, however, most industrial policy involves the 
rescue and reorganization of declining firms or industries. Although in 
some instances this may be accomplished by erecting tariff barriers, or 
granting subsidies and loans, the process frequently entails reorganizing 
production in order to reduce costs and increase profits. Involving trade 
unions in this process can serve a variety of purposes: unions may be 
asked to consent to layoffs or plant closures, guarantee industrial peace, 
restrain wages, bend seniority rules, accept the introduction of new 
technologies and changes in organization of work, and, at the same time, 
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explain the necessity of change to their members. In addition, in certain 
circumstances, governments may also use union support and union 
willingness to make concessions as devices for persuading firms to 
remain in the country, maintain production, and make the investments 
required to ensure their long-run viability. 

Including trade unions thus can be an important device for legitimiz- 
ing industrial policies, minimizing conflict, and lubricating the process 
of change. Nevertheless, involving trade unions also entails certain 
costs. Unions must defend both the long-term and the short-run interests 
of their members. As such, unions are likely to resist layoffs, closures, 
and changes in the definition of work unless either governments or 
employers are willing to guarantee some jobs and finance compensatory 
measures. The price which stronger or more militant unions exact may 
be greater than either governments or employers are willing to pay; and 
governments, particularly if they feel that workers and their unions have 
few alternatives, may choose instead to risk higher levels of industrial 
conflict and unrest. Decisions to include or exclude trade unions will 
reflect not only government goals and the extent to which governments 
are sympathetic to capital or labour, but also the likelihood that trade 
union participation will produce the desired result. 

If we examine the trade union movements that have been involved in 
industrial restructuring, a striking pattern emerges: with the exception 
of Italy, the trade unions that were regularly involved in industrial 
restructuring have tended to be more centralized organizations known to 
place long-run concerns, such as the viability of firms or industries, 
ahead of more immediate demands. In contrast, trade union movements 
with well-established traditions of militancy, resistance to elimination of 
redundancies, and opposition to changes in work rules (such as the 
British and the French) have been excluded from involvement in deci- 
sions regarding industrial restructuring, even when parties of the left 
were in power. 

The principal exceptions to these two major patterns are instances in 
which the risks of bankruptcy or closure are so great that unions can be 
forced to make concessions in order to save the industry; the Chrysler 
bailout in the United States is a notable example. This suggests that the 
inclusion of trade unions reflects not only traditions of social part- 
nership, the ideological proclivities of governments, or obligations that 
certain parties may owe to trade unions, but also the likelihood that trade 
unions will assume a cooperative posture. 

We have now explored reasons why capital, labour, and government 
might want to involve trade unions in industrial policy. Our examination 
suggests two distinct patterns: in one, relatively strong trade unions 
allow themselves to be incorporated into tripartite structures and 
become less overtly militant, but nevertheless use their political strength 
either to ensure that they are regularly consulted on economic and 
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industrial policy decisions or to secure the passage of laws requiring 
consultation. Trade unions are included in industrial policy decisions 
because laws and prevailing norms require it, and because unions can be 
expected to temper their demands, accept changes, and cooperate in the 
reorganization of firms and sectors, even if this means loss of jobs. 
Unions are included in order to legitimize and facilitate the process. 

In the second pattern of union involvement, the incorporation of trade 
unions into tripartite structures has either failed or never been 
attempted, and trade unions, which are typically more militant, remain 
outside normal policy processes. Trade unions are excluded from most 
industrial policy decisions because there is no legal or cultural require- 
ment, nor any instrumental reason why they should be included. Unless 
trade unions are either enlisted as co-petitioners for subsidies or protec- 
tion, or included in order to wring concessions from them, involving 
trade unions would result in demands which firms and government 
would prefer, and are able, to avoid. 

The argument suggests that the inclusion or exclusion of trade unions 
depends largely on past traditions and practices and the kind of policy 
culture which has emerged. However, this should not be overstated. Past 
traditions can easily be broken if one or more participants can muster 
sufficient support to impose alternative practices or policies. At present, 
the trend in many countries is toward exclusion of trade unions. This 
reflects both the increasing costs of compensatory measures and the 
increased ability, in a period of protracted unemployment, to resist trade 
union demands and reverse previous gains. Excluding unions ts part of a 
broader strategy of reducing costs, allowing greater flexibility, and 
increasing profits in order to ensure investment. Although this is one way 
to ensure the long-run viability of firms, one can question whether it is 
the most desirable. 

Including trade unions in industrial policy can also serve a number of 
purposes. In addition to the rather uncomfortable role of explaining 
changes to their members, trade unions could be included in order to 
ensure that the social consequences of change are taken into account, 
and to monitor the process of change. This latter role could be par- 
ticularly important. Most industrial policies involve direct or indirect 
subsidies to capital in order to ensure the survival and long-run viability 
of industries. However, governments typically lack any direct control 
over the ways in which firms use subsidies and, in particular, whether 
they make the required investments. It is possible that trade unions 
could be enlisted in order to monitor subsidies and ensure that they are 
used for the purposes prescribed. 

Taking this route would require including trade unions in restructuring 
decisions. Unless unions were completely inclined to accept govern- 
ment and management points of view, this would involve making some 
concessions to the trade unions. This in turn would entail certain costs 
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(at a minimum, financing compensatory measures for displaced work- 
ers) and would risk entrenching unions in the process. However, it would 
also result in certain gains: one of the reasons why governments sub- 
sidize industry is not only to ensure the viability of the firm but also to 
preserve jobs. The latter is an interest that trade unions and many 
governments have in common. Whether trade unions should or would 
want to participate on this basis is another matter. Our survey suggests 
that this will depend in large measure on the extent to which their 
interests and the interests of their members are taken into account. 


Notes 


This paper was completed in October 1984. 


1. Only recently are books beginning to appear that deal with this question. Katzenstein 
(1984) examines the influence of trade unions in Austrian and Swiss industrial policy. 
Lange, Ross, and Vannicelli (1982) and the recently published companion volume 
(Gourevitch et al., 1984) deal with union attitudes to industrial policy in their examina- 
tions of trade union responses to the current economic crisis. 


2. The literature is vast: in addition to studies treating individual national trade unions, 
there is a growing comparative literature. See, for example, the articles in Hayward 
(1980); Lange, Ross, and Vannicelli (1982); Gourevitch et al. (1984). Literature on 
incomes policies is considerable; see, for example, Flanagan, Soskice, and Ulman 
(1983); Ulman and Flanagan (1971). The literature on neo-corporatism is of direct 
relevance here; see, for example, Panitch (1977b; 1980); Lehmbruch (1977). 


3. The literature on industrial policy is a composite of several literatures. These include 
literature on the economics of industrial policies, a growing literature on international 
trade, and earlier literature on economic planning. There is surprisingly little on the 
politics of industrial policy. The author of a recent British book on the subject is 
apologetic in suggesting that political scientists might have something to say about the 
subject. See Grant (1982). 


4. See, for example, Magaziner and Reich (1982). 


5. See, for example, Pinder, Hosomi, and Diebold (1979); Diebold (1980); Pinder (1982a). 
For an economist’s model of how defensive coalitions operate, see Burton (1983). 


6. See, for example, Zysman (1983) or Grant (1982). For articles which do consider the 
role of trade unions directly or indirectly, see Gunter (1975) and Hager (1982). In 
addition, Zysman and Tyson (1983) contains a series of case studies which treat the 
role of trade unions. 


7. The concept ofa policy coalition is prominent in the literature on the domestic sources 
of foreign economic policy, which examines the way in which coalitions of diverse 
interests, e.g., agriculture, labour, and different manufacturing, financial or commer- 
cial interests, come together in support of or opposition to protective tariffs or free 
trade. The literature treats support of or opposition to protective tariffs as a product of 
the ways in which coalitions are orchestrated and sectors define their interests. 
Interests reflect not only product cycles and the position of different sectors in the 
international economy, but also the activities of leaders and parties, who select and 
emphasize particular issues and programs. Interests may be involved either as direct 
participants and advocates of a particular point of view, or as passive or indirect 
participants brought along because of specific benefits or side payments which com- 
pensate for adverse effects of the main policy or because followers are enlisted in 
support of a particular leader. See Gourevitch (1984); Kurth (1979); Katzenstein (1978). 

8. The Japanese case is similar to the French. The Ministry of International Trade and 
Industry used protection and a variety of selective incentives in order to encourage the 


growth of designated industries. Trade unions played a negligible role. See Pempel and 
Tsunekawa (1979). 
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9. The lack of trade union influence is borne out by diverse sources. Wilson et al. (1982) 
surveyed 150 strategic decisions in 30 British organizations and concluded that trade 
union influence was minimal. For the most part, union involvement was confined to 
personnel matters, and white collar unions were far more active than industrial unions. 
In most instances, unions reacted rather than initiated. 

10. This section draws on the notion of political exchange, which Alessandro Pizzorno 
developed in order to explain variations in strike rates. See Pizzorno (1978). 
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Federalism and the Politics of 
Industrial Policy 


ALLAN TUPPER 


In modern democracies, the content of national industrial strategies 
provokes intense controversy, mainly over the balance between govern- 
ment intervention and market forces and the appropriate blend of policy 
instruments. In Canada, federalism adds several vexing questions to 
such debates. For instance, what is, and what should be, the contribu- 
tion of each level of government to an industrial strategy? More gener- 
ally, how can effective public policies be generated in the face of divided 
jurisdiction and political decentralization? 

This essay explores the political issues posed by Canadian federalism 
for industrial policy making, dividing the discussion into three sections. 
The first delineates the role and contribution of each level of government 
to the formulation of industrial policies. Here I argue that a concern with 
measuring which level of government is dominant is not useful, because 
such a focus overlooks federalism’s combination of active governments 
in Ottawa and the provinces. Moreover, generalizations about the “‘inter- 
ventionist” character of different national industrial policies should be 
treated cautiously. While Canadian governments are interventionist as 
compared with governments in the United States and Australia, they 
intervene less actively and differently than, for example, the govern- 
ments of France or Sweden. 

The second section probes the interactions between governments and 
pays particular concern to areas of cooperation and conflict. My theme 
is that, while governments seldom pursue industrial policies that are 
clearly contradictory, there remains a lack of policy coordination 
between the federal and provincial governments and between provincial 
governments themselves. In most major areas of industrial policy, each 
government pursues its ends with scant reference to the goals of the 
other actors. 
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In the third section, the contemporary Canadian experience is com- 
pared with that of two other modern federations, the United States and 
Australia. The findings suggest that, because of the different character 
and development of federalism in these countries, their experience holds 
no blueprint for Canadian reformers. In both countries, but especially in 
the United States, the regional governments possess fewer economic 
powers than the Canadian provinces. One interesting finding that emer- 
ges, however, is that Canadian observers may have exaggerated the 
integrity of the internal ““common markets” in both Australia and the 
United States. For in both countries governments, in defiance of consti- 
tutional guarantees, have erected various internal barriers to trade. In 
this area, comparison suggests that differences between federal states 
are those of degree, not of kind. More speculatively, I maintain that 
intergovernmental conflict in matters of industrial policy making may be 
on the wane as governments come to realize that cooperation might be 
mutually beneficial. 


The Role of Governments in 
Industrial Policy in Canada 


In this section, which sketches the influence of the federal and provincial 
governments on industrial policy, the analysis is suggestive rather than 
exhaustive. I try to note trends, but do not claim to catalogue the full 
range of federal and provincial policies. In particular, I focus on procure- 
ment policy, grants and incentives to industry, and the role of Crown 
corporations. Such topics as commercial policy, macroeconomic pol- 
icies, and taxation, while important as instruments of industrial policy, 
are not examined explicitly. 


The Federal Role 


While it is commonplace to remark upon, if not lament, the passing of 
Ottawa’s dominance in Canadian federalism, the federal government 
remains an active force in industrial policy making. While challenged 
and constrained in some measure by the provinces, the federal govern- 
ment wields powerful industrial policy levers comparable to those of a 
unitary state. Ottawa controls fiscal, monetary, and commercial policy, 
manages a large stable of state corporations, offers a range of loans, 
grants, and subsidies to private enterprise, exercises extensive reg- 
ulatory powers, and employs an activist purchasing policy. The follow- 
ing examples provide some insight into the federal role. 


¢ On average, the federal government spends three times as much on 
trade and industry as the provinces combined ($865 million in 1979-80 
compared to a provincial total of $333 million).! 
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¢ In 1980, governmental investments in and loans outstanding to the 
private sector were estimated at $19.1 billion, with a further $29.4 
billion in loan guarantees and insurance. The federal share was 74 and 
95 percent respectively. 

¢ In 1980, the Federal Business Development Bank had loans outstand- 
ing slightly in excess of $2 billion. The largest provincial financial 
intermediary was the Ontario Development Corporation, with loans 
outstanding of less than $200 million. 


Such data remind us that Ottawa is a potent force in Canadian industrial 
policy. Its expenditures often outstrip those of all the provinces com- 
bined. Its policy alternatives are more complex than those of the provin- 
ces and embrace instruments, like tariffs, where no formal provincial 
role exists. Thus, observers must carefully distinguish rhetoric from 
reality when discussing Ottawa’s demise. 

Like other modern states, the Canadian government offers programs 
of financial assistance to industry. In the main, the former Department of 
Industry, Trade and Commerce (IT&C) and now the Department of 
Regional Industrial Expansion have administered Ottawa’s tangle of 
industrial loans and grants, which despite their range and importance 
have been curiously immune from scholarly evaluation. As for political 
controversy, the New Democratic Party decried many industrial policies 
as a form of “welfare” for large corporations during the 1972 federal 
election campaign, but such objections have been the exception rather 
than the rule. 

The range and diversity of federal programs of assistance to industry 
make it difficult to generalize about policy intentions. However, the most 
thorough and contemporary study advances the following points:4 


¢ Direct federal aid to industry grew rapidly in the 1965-71 period when 
a dozen new programs were inaugurated. Since then expenditures 
have not increased significantly. 

¢ Most federal assistance seeks to generate investment. The promotion 
of research and development and the development of export markets 
are lesser priorities. 

¢ No master plan or “industrial strategy” underpins Ottawa’s largesse. 
Both prosperous and declining industries have received roughly com- 
parable shares of assistance. Only three broad categories of firms can 
be said to have received disproportionate assistance — those where 
tariff protection is very low, those engaged in research, and those 
which are dominant employers in regions. 


As well as undertaking policies designed to enhance the competitiveness 
of industry, the federal government has, since the early 1960s, assumed a 
direct role in influencing the location of industry and the promotion of 
economic activity in Canada’s slow-growth regions, notably Quebec and 
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Atlantic Canada. The most important manifestation of Ottawa’s new role 
was the creation in 1969 of the Department of Regional Economic 
Expansion (DREE) which was given wide-ranging powers to promote 
economic development.° In contrast to IT&C, DREE stressed the need 
for intergovernmental collaboration if regional disparities were to be 
overcome. In 1973, the department launched the General Development 
Agreements that provided vehicles for joint federal-provincial planning 
and funding of economic projects deemed central to provincial pri- 
OLiiess 

One of DREE’s policies — the Regional Development Incentives Act 
(RDIA) — has been particularly controversial. The act seeks to lure 
firms to slow-growth areas and to encourage the expansion of existing 
firms in the same areas. The main inducement is one-time federal grants 
to a maximum of $6 million to corporations locating in designated areas. 
Although expenditures under the RDIA were modest (around $491 mil- 
lion between 1969 and 1978) when compared to IT&C expenditures, the 
act evoked debates about federal economic policy and government- 
business relations. One objection was that the RDIA provided windfalls 
to corporations by financing investments that would occur anyway, 
without a subsidy. More importantly, the RDIA and other DREE 
activities symbolized for many, including the province of Ontario, a 
threatening interference with market forces which they felt should be the 
prime determinant of industrial location. In the critics’ view, the Cana- 
dian economy was not strong enough to tolerate a politically inspired, 
and ultimately irrational, dispersion of economic activity. In other 
words, promoting robust industry and balancing regional distribution of 
economic activity struck many observers as incompatible objectives. In 
contrast, other critics maintained that DREE was too passive, too depen- 
dent upon the response of corporations, and too weak to impose its 
views on other federal agencies and institutions. DREE’s activities also 
focussed attention on such questions as the reasons for the persistence 
of regional disparities, the best mix of policies to alleviate them, and the 
proper role for governments in influencing industrial location. 

Much to the chagrin of textbook economists and free-traders, govern- 
ment purchasing is employed as a policy instrument in advanced econo- 
mies. The state’s control over large purchases of goods and services 
enables it to employ its purchasing power in pursuit of various objec- 
tives. In Canada, through a complex web of regulations, the federal 
government favours Canadian suppliers. However, considerable con- 
fusion surrounds the political and economic objectives of federal pur- 
chasing policy. This confusion is heightened by the fact that the politi- 
cians and administrators appear to have considerable discretion in this 
area, and because the essence of public policy is nowhere spelled out in 
detail. It appears that current practice seeks to satisfy several objec- 
tives, including the protection of domestic industry from import compe- 
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tition, the sustenance of technology-based industry, and baser partisan 
objectives. 

A revered distinction between the political economies of Canada and 
the United States is the greater reliance of Canadian governments on 
public ownership as a policy instrument. In this country, federal Crown 
corporations have played a vital role in the transportation and communi- 
cations industries. The Canadian National Railways, Air Canada, and 
the Canadian Broadcasting Corporation were established to maintain 
and extend infrastructure in the face of an inhospitable environment, a 
timid private sector, and the U.S. presence. After World War I, the 
federal government expanded its role and launched the entities that were 
to become the Federal Business Development Bank, the Export Devel- 
opment Corporation, and the Canada Mortgage and Housing Corpora- 
tion. Such financial intermediaries were designed to fill ‘“gaps”’ in capital 
markets, to assist disadvantaged groups, and to supplement private 
financial institutions. 

Since the 1960s Canadian public enterprise has proliferated, assumed 
new roles, and generated controversies.’ The rapid growth of Petro- 
Canada has made that firm a significant actor in the oil and gas industry, 
an area traditionally the preserve of the private sector. And through the 
acquisition of Canadair and deHavilland Aircraft, Ottawa has assumed a 
role in the civil and military aviation industries. The establishment of the 
Cape Breton Development Corporation in 1967 marked the first time that 
a federal state firm had been created explicitly for the purpose of main- 
taining employment. At the same time, Crown corporations like Atomic 
Energy of Canada Ltd., the CNR, and Air Canada have diversified their 
operations, placed more emphasis on profitability, and competed 
directly against private firms. Such developments have expanded politi- 
cal controversies about government’s role in the marketplace. 

In an impressive survey published in 1983, John W. Langford and 
Kenneth J. Huffman analyzed the scope and economic significance of 
federal Crown corporations.® Their sample of 61 Crown corporations 
that performed explicitly commercial functions reveals that these firms 
employ 183,106 persons, control assets in excess of $53 billion, and owe 
$18.5 billion to other lenders. Whether the growth of Crown corporations 
has added much coherence to federal industrial policy is another ques- 
tion. The Liberals and Progressive Conservatives appear divided, at 
least rhetorically, about the value of such corporations as policy instru- 
ments. Moreover, as noted by Harvey Feigenbaum,’ the tendency of 
large state corporations to place their own goals above those of govern- 
ments has evoked considerable concern about their effectiveness as 
interventions. 

Another development is the federal government’s tendency to inter- 
vene in the economy through mixed enterprises and equity investments. 
In this vein, the Langford-Huffman survey notes that 80 per cent of 
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federal mixed enterprises have been created since 1970. The Canada 
Development Corporation, originally a mixed enterprise itself, acquired 
whole or partial ownership of many firms and thereby blurred the 
boundaries between public and private sectors. The Canada Develop- 
ment Investment Corporation, which was established in 1982, may serve 
as a state holding company responsible for directing and coordinating 
other Crown corporations and government investments in the private 
sector. A related development is Ottawa’s growing disposition to extend 
loan guarantees to large firms and to refinance, or “bail out,” distressed 
corporations. Such interventions, and the resulting political controver- 
sies reflect Ottawa’s greater willingness to intervene at the level of the 
firm and to become involved in the restructuring of industry. 

This brief review of federal industrial policy reveals the government as 
an active player in shaping the economy. Moreover, Canadian fed- 
eralism’s division of power between the federal and provincial govern- 
ments has raised no major barriers to Ottawa’s exercise of a range of 
instruments. What is open to question, however, is the effectiveness, not 
the scope, of federal industrial policy. Diverse critics are united in the 
view that Ottawa’s industrial policies are piecemeal, uncoordinated, and 
guided by no master plan. In postwar Canada, Ottawa has been unable to 
develop, generate support for, or implement a coherent set of national 
economic objectives. There is no “national policy.” 

Explanations for this state of affairs are legion. One view holds that 
successive Liberal governments have been divided over such questions 
as the role of government in the economy and economic nationalism. As 
a result, policy has meandered under the varying influences of different 
factions and ideologies. As a recent U.S. study argues, because of 
domestic divisions, Canadian industrial policy is more interventionist 
than that of the United States, but less interventionist than that of Japan 
and several western European states.!° Another explanation sees the 
absence of federal leadership as a function of changes in Canadian 
federalism, as growing provincial economic prowess and the related 
regional specialization of the economy have prevented decisive federal 
action in the face of economic decline. More recently, Stephen Clarkson 
has maintained that a resurgence of American nationalism under the 
Reagan Administration has limited Ottawa’s options.!! For example, 
federal plans to advance an interventionist industrial strategy were 
shelved in the aftermath of Washington’s opposition to the National 
Energy Program. 

Since the federal election of 1980, the federal government has 
employed its powers to reverse centrifugal tendencies in Canadian fed- 
eralism and to reassert Ottawa’s dominance. Among the major policies 
enacted were the National Energy Program, constitutional provisions 
which stressed an entrenched Charter of Rights, and alterations to 
federal-provincial fiscal relations. Such initiatives, collectively labelled 
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the “Third National Policy” by Donald Smiley,!2 were designed to 
enhance the power, prestige, and visibility of Ottawa at the expense of 
the provincial governments. Further evidence of Ottawa’s growing desire 
to act independently of the provinces was the reorganization of federal 
economic development departments in January 1982. Salient features of 
this reorganization included: 


* the disbanding of DREE and IT&C and their replacement by the 
Department of Regional Industrial Expansion (DRIE); 

¢ a Clarification and expansion of the roles of the former Ministry of 
State for Economic Development which became the Ministry of State 
for Economic and Regional Development (MSERD); and 

* the establishment in each province of regional offices of MSERD 
headed by a Federal Economic Development Coordinator. 


The effect of such changes are not yet fully understood, and they remain 
the subject of political and scholarly controversy. !* However, the reorga- 
nization does reflect a federal desire to abandon such efforts at federal- 
provincial cooperation as the General Development Agreements and to 
generate regional policies independent of the provincial governments. 


The Provincial Role 


The continuing vitality of the provincial governments remains, in the 
words of a leading student, the “great mystery” of Canadian fed- 
eralism.!4 Instead of collapsing under the supposedly nationalizing 
imperatives of national transportation and communications systems and 
citizen mobility, the provinces have in the 1970s approached economic 
management with renewed vigour. 

With the passage of time, scholarly views on the provincial role have 
become more favourable. Once portrayed as incompetents in economic 
matters, the provinces are now sometimes seen as progressive and able 
economic actors. Illustrative of this change in attitude is the argument 
advanced by Michael Jenkin in his study of federal and provincial 
industrial policies. According to Jenkin, the provinces, unable to use 
such major levers as monetary policy and trade policy, have relied on 
more direct instruments of intervention. Moreover, their concern with 
the local effects of corporate decision making has led them into more 
intimate relationships with firms than Ottawa has generally experienced. 
The “micro” approach to industrial policy is analagous to the industrial 
policies pursued by the interventionist democracies of western Europe 
and Japan. Such arguments led Jenkin to conclude: “many of the cre- 
ative and innovative aspects of industrial policy today in Canada are to 
be found not at the national level, but within provincial jurisdictions.” !> 

The diversity of the provinces makes difficult and unwise the advance- 
ment of general truths about their industrial polices. However, at least 
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two generalizations can be safely made. First, no province is willing to 
allow either federal economic policy or market forces to be the exclusive 
determinant of its economic structure. Particularly since the 1960s, the 
provinces have undertaken policies that modify the impact of both 
factors. Second, although all provinces aspire to greater control over 
their economies, they differ in their capacity and willingness to inter- 
vene. Alberta is often said to exhibit the fiscal resources and political will 
to mount an industrial strategy while the less prosperous governments in 
Atlantic Canada, ever dependent on federal largesse, are less inclined to 
pursue independent policies. 


Hinterland and Metropolitan Strategies 

The eight hinterland provinces have often lamented their subordinate 
status in comparison with the metropolitan core of Ontario and Quebec. 
Relatively sparsely populated, far from major markets, and subject to 
the usual vicissitudes of resource-based economies, the western and 
Maritime provinces have sought to diversify. As noted earlier, the gov- 
ernment of Alberta in the 1970s is generally thought to have developed 
the most comprehensive industrial blueprint. At the heart of Alberta’s 
strategy are efforts to steer the provincial economy away from its 
dependence on oil and natural gas, to limit the impact of external forces 
on the local economy, and to employ ownership of natural resources to 
shift economic and political power westward.!® In so doing, Alberta has 
rejected the notion of “force-fed” industrialization based on subsidized 
secondary manufacturing. Instead, it seeks to further upgrade natural 
resources within the province and to develop technology-based industry 
in Edmonton and Calgary. The development of an indigenous 
petrochemical industry, with its technology base, dependence on 
feedstock availability, and high salaries is the centrepiece of Alberta’s 
policy. 

Other provinces, notably Saskatchewan, British Columbia, and New- 
foundland, appear committed to industrial policies comparable in intent 
to Alberta’s. That is, they see their salvation in increased provincial 
control over natural resources and in the further upgrading of resources 
within provincial boundaries. None of these provinces, as essentially 
hinterland areas, now sees much sustenance in the development of 
secondary manufacturing. However, as each province boasts a different 

resource base, important differences remain in the policies that are being 
-and can be pursued. For example, in its efforts to extend provincial 
control over potash, oil, natural gas, and uranium, Saskatchewan has 
relied on Crown corporations. On the other hand, Alberta has generally 
rejected public ownership and has opted instead for ““mixed” ownership 
corporations, notably the Alberta Energy Company, which is jointly 
owned by the provincial government and many individual investors. 

As the most populated province and the home of more than 50 percent 
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of Canadian manufacturing capacity, Ontario remains this country’s 
industrial heartland. Indeed, its diversified economy has long been the 
envy of other provinces. Ontario’s prosperity is attributable to much 
more than favourable federal policies and natural advantages. As H.V. 
Nelles has demonstrated, the government of Ontario was pursuing pol- 
icies of public ownership, resource processing within provincial bound- 
aries, and assistance to industry early in this century.'” Rather iron- 
ically, Ontario is the architect of many policies that are now employed by 
hinterland provinces in the pursuit of “province building.” Until the 
mid-1970s, however, Ontario was able to stand back from the competi- 
tive struggle for industry that preoccupied other provinces. 

Deteriorating economic performance has recently led the government 
of Ontario to assume a more active economic role. Ontario shares 
several problems with other mature manufacturing areas, notably com- 
petition from countries that have significantly lower production costs, 
lesser tariff protection, and technological backwardness. And like all 
metropolitan areas that are deficient in oil and gas, Ontario has had to 
adjust to changes in the price and availability of fuels. These problems 
are compounded by the “branch plant” nature of Ontario’s economy. 
Indeed, as political and economic power in the United States shifts from 
the northeast to the southwest, Ontario’s attractiveness as a branch 
plant location has declined. Such compelling trends have led the provin- 
cial government to establish new Crown corporations, to provide grants 
and loans to major firms, and to rationalize and expand its industrial 
assistance policies. The consequences of Ontario’s newfound interest in 
industrial policy are not yet known. Michael Jenkin has suggested, 
however, that Ontario’s need for industrial restructuring, particularly if 
extensive federal assistance is required, could well cause further conflict 
between centre and periphery, and between Ontario and Quebec over 
the regional distribution of federal assistance. !® 

Quebec’s industrial policy is perhaps the most interesting and com- 
plex of the ten provincial governments. It is often said to be the most 
interventionist and nationalistic, although a recent study by Phillipe 
Faucher, André Blais, and Robert Young deflates both assertions by 
comparing levels of expenditure and the objectives of industrial policy in 
Ontario and Quebec.!? The objectives of Quebec’s industrial strategy 
are to transform the province’s industrial structure so as to reduce its 
dependence on labour-intensive industries like footwear, textiles, and 
food processing, to encourage technological innovation, and to enhance 
the role of ‘““modern” industries. In this vein, Quebec policy makers 
have often pointed to Ontario’s more modern and diversified economy. 
Over the last two decades, they have often asked why there is an 
economic division of labour between the two metropolitan provinces. 

One theme in the rhetoric of Quebec industrial policy is the need to 
nourish small businesses which in the main are owned and controlled by 
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francophones. Such firms often have serious problems, including low 
productivity, technological backwardness, and an inability to penetrate 
export markets. In response, Quebec governments have extended to 
them financial, marketing, and technical assistance. As well as assisting 
small francophone firms, the government has employed industrial incen- 
tives as levers to increase the number of French Canadian managers and 
to enhance the use of French in industry. 

Since its election in 1976 the Parti québécois, as a social democratic 
government, might have been expected to chart a new course for 
Quebec’s industrial strategy. Such has not been the case. The PQ has not 
deviated much from the directions set by its nominally more con- 
servative predecessors. It has argued that “discriminatory” federal 
economic policy accounts for Quebec’s industrial underdevelopment as 
compared with Ontario, but the province’s policies are in fact in the 
mainstream. The PQ continues to stress the role of francophone busi- 
nesses, to emphasize Quebec’s hydro potential as a source of economic 
development, to call for the modernization of secondary industry, and to 
welcome foreign investment. 


Instruments of Provincial Intervention 
In all provinces, departments usually known as Industry or Industry and 
Trade develop and administer industrial policies. Such departments 
provide technical and managerial assistance to business, distribute 
research on export markets and conduct trade missions. They are sup- 
plemented by provincial Crown corporations whose role is to extend 
financial assistance to firms seeking to establish or expand their opera- 
tions within the province. Examples include Nova Scotia’s Industrial 
Estates Ltd., the Société de développement industriel du Québec and 
the Ontario Development Corporation and its affiliates. Although their 
mandates vary, such institutions seek to generate and maintain employ- 
ment in secondary industry. In so doing, they supply financial assistance 
in a variety of forms and are capable of tailoring assistance to the needs 
of firms. Such Crown corporations were conceived as “lenders of last 
resort,’ which were to supplement private financial institutions, but this 
passive role has been abandoned in favour of a more aggressive posture. 

Most provinces have programs that provide outright grants to indus- 
try. Different reporting conventions make it difficult to estimate the 
amounts involved, but Jerikin’s study advanced the figure of $80 million 
for 1979-80. His estimate includes outright grants only and excludes 
more subtle forms of subsidy. Provincial ownership of hydro utilities in 
most provinces provides ample scope for subsidization, as does the 
common practice of extending loans at below market rates. 

One controversial element of provincial industrial policy is the use of 
government purchasing policies that favour local bidders. Such prac- 
tices are certainly not new, but their employment has recently become 


356 Tupper 


more visible and controversial. Governments, for obvious reasons, are 
unwilling to provide complete information on their purchasing practices 
and the extent of preference offered. It now appears, however, that all 
provinces extend some form of preference to local suppliers, although 
only Newfoundland, Nova Scotia, and British Columbia admit to the 
existence of outright preferences for local suppliers under all circum- 
stances.*° Quebec’s policy as outlined in 1977 is perhaps the most 
comprehensive. It includes a general price preference for Quebec sup- 
pliers and measures to limit bids to Quebec suppliers under certain 
circumstances. Even Ontario, which has publicly waged a campaign 
against “buy provincial” policies and now advocates a 10 percent price 
preference for Canadian suppliers, admits to favouring provincial sup- 
pliers in some cases. For example, Ontario’s municipalities are required 
to buy rapid transit equipment only from Ontario sources. Such policies, 
which are based on political rather than economic reasoning, have been 
criticized as challenges to the integrity of the Canadian market. But 
governments have been unable to agree either upon limits to preferential 
purchasing policies or upon a coordinated intergovernmental approach. 
An inescapable feature of the provinces’ economic role is their 
expanded use of public enterprise. Indeed, in no other federation are the 
regional governments so involved in public ownership of industry. The 
scope of the provincial public enterprise sector has been thoroughly 
studied recently. In their comprehensive survey, Aidan Vining and 
Robert Botterell conclude that there are 233 provincial Crown corpora- 
tions which account for assets in excess of $62 billion.?! The “hydros” 
remain the major provincial Crown corporations, but 48 percent of all 
provincial Crown corporations have been established since 1970. 
Until recently, provincial entrepreneurship was limited to the provi- 
sion of economic infrastructure, notably the generation and transmis- 
sion of electricity in all the large provinces except Alberta, telephone 
service in the Prairie provinces, and railroads in British Columbia and 
Ontario. One obvious exception is the group of Crown corporations 
established by the CCF government in Saskatchewan in 1944. These 
firms, which competed directly with private enterprise and which ven- 
tured into the manufacturing and resource sectors, used to be the objects 
of unrelenting attack by business interests. However, four decades later, 
Saskatchewan’s once heretical example has been emulated by most 
other provinces. Provincial Crown corporations play a large part in the 
oil and natural gas industries, industrial financing and reorganization, 
steel, automobile insurance in four provinces, and a range of manufac- 
turing concerns. The election of NDP governments in Manitoba, Sas- 
katchewan, and British Columbia in the 1970s helps account for some of 
the recent growth in provincial entrepreneurship, but Progressive Con- 
servative governments in Ontario and Alberta have also been active.?? 
And through such devices as ‘‘mixed enterprises,” joint ventures, and 
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the acquisition of equity in private firms, the provincial governments 
have extended further into the private sector and established new rela- 
tionships with business interests. 

Nowhere are these tendencies more visible than in Quebec. Since the 
nationalization of hydro-electricity by the Lesage Liberals in 1962, 
Quebec’s stable of Crown corporations has proliferated to include 
Sidbec (steel) SOQUEM (mineral exploration), SOQUIP (oil and gas) and 
the Société de développement industriel (industrial financing and re- 
organization). Boasting assets in excess of $20 billion, Quebec’s Crown 
corporations and their subsidiaries now number several hundred. Such 
state corporations undertake political and social functions, as well as 
purely economic ones. In Quebec, Crown corporations are committed 
to the promotion of French as a working language in industry, the 
employment and advancement of francophone managers, and the devel- 
opment of Quebec-based and -controlled firms in the private sector. 

The Alberta Heritage Savings Trust Fund (AHSTF) and the Caisse de 
dépot et placement du Québec (Caisse) are provincial institutions whose 
size and economic significance puts them in a class by themselves. As 
established in 1976, the AHSTF was charged with investing a portion of 
Alberta’s royalties from oil and natural gas. But considerable confusion 
surrounds the goals of the Trust Fund, which now exceeds $13 billion. 
The Alberta government maintains that some of its money must be 
employed to diversify and strengthen the Albertan economy. Other 
objectives include improving the quality of life and providing a revenue 
source which can be tapped when resource revenues begin to decline. 
The Caisse was established in 1965 by Premier Jean Lesage’s Liberal 
government. It was empowered to invest the assets of the Quebec 
Pension Plan and now receives deposits from other sources as well. At 
time of writing (1984), the Caisse’s assets exceed $16 billion, $3.5 billion 
of which are investments in the common stocks of such Canadian 
corporations as Alcan, Canadian Pacific, Bell Canada, and Domtar. 

In outlining the rationale for the Caisse, Premier Lasage emphasized 
that it was destined to be more than a passive investor. Indeed, it would 
seek investments that were both profitable and in the long-term interests 
of Quebec’s economic development. This fusion of developmental and 
fiduciary goals has been frequently acknowledged by government 
spokesmen since 1965. However, the Parti québécois’ deployment of the 
Caisse has evoked bitter controversies about its role in Canada’s fed- 
eralism. The Caisse’s desire to appoint directors to the boards of com- 
panies in which it had major shareholdings was seen as particularly 
insidious. When the Caisse sought representation on Canadian Pacific’s 
board, the federal government intervened with Bill S-31 which sought to 
prohibit certain provincial government investments in interprovincial 
transportation companies. The debate over this bill focussed attention 
on the issue of government investment in private firms and the propriety 
of provincial government investment in significant national firms.?? To 
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date, no intergovernmental agreement has been struck on this important 
issue. 


Conclusion 


This survey of the roles of government in industrial policy reveals the 
existence of active governments in both Ottawa and the provinces. The 
federal government pursues a plethora of policies aimed at stimulating 
investment, ensuring the competitiveness of industry, and influencing 
the location of firms. It operates a large public enterprise sector. At the 
same time, the Constitution has posed no obvious roadblocks to a 
significant economic role for the provincial governments. Without per- 
mission from other members of the federation, provinces may subsidize 
industries, prefer local suppliers in government contracts, and own firms 
engaged in interprovincial commerce. In recent years, most provincial 
governments have articulated comprehensive industrial policies. Alan 
C. Cairns has aptly characterized the status quo in industrial policy with 
the following words: “Both levels of government are strong. Neither can 
dominate the other. Both pursue increasingly comprehensive and inte- 
grated goals with a consequent decline in their willingness to defer to the 
interests of external governments.’’74 

Before probing the interplay of governments, it is important to remind 
ourselves that Canadian industrial policies, when compared with those 
of several other states, are not particularly interventionist. For example, 
Canadian governments do not, either individually or collectively, engage 
in anything akin to French indicative planning, nor do they exhibit any 
powerful desire to embrace such a system. Moreover, Canada’s public 
enterprise sector, while large, is not employed systematically and coher- 
ently in pursuit of broader policy objectives. No clear and consistent ob- 
jectives guide the use of government procurement. The planned restruc- 
turing of troubled and/or promising industries is seldom undertaken. 

As John Zysman effectively argues, a country like Canada, where the 
state lacks direct control over the allocation of finance, is ultimately 
unable to implement a dirigiste, planned approach to industrial restruc- 
turing.2> And as well as lacking the capacity to allocate credit selec- 
tively, Canadian governments, like those of the other Anglo-American 
democracies, are limited in their interventions by the continuing power 
of laissez-faire ideas. Advocates of interventionist, nationalistic indus- 
trial policies remain a minority in Canada, particularly among busi- 
nessmen who seem heavily influenced by the anti-government rhetoric 
of their U.S. counterparts. 


Intergovernmental Relations in Canada 


This section examines the interaction of Canadian governments in the 
sphere of industrial assistance policy. It does so by first examining 
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federal-provincial cooperation and conflict. It then studies the dynamics 
of interprovincial relations. The recent debate about the integrity of the 
Canadian common market is also reviewed. This issue is important as a 
substantive problem in itself and as a microcosm of the political conflicts 
of interest described in the previous sections. 


Federal-Provincial Relations 


Federal-Provincial Cooperation 

In a recent essay, André Blais, Phillipe Faucher, and Robert Young 
maintain that contemporary scholarship on federalism exaggerates the 
amount and intensity of intergovernmental conflict, downplays 
instances of cooperation, and employs hyperbole when describing inter- 
governmental relations.7© There is some truth to this argument. In the 
field of industrial policy, governments have often been able to collabo- 
rate effectively; policy making is not always a “zero-sum” game. On the 
other hand, there are important limits to cooperation, limits that have 
implications for the content of industrial policy. 

As noted earlier, the General Development Agreements, negotiated 
between DREE and each province, represent successful instances of 
intergovernmental collaboration. Established in 1973, the GDAs provide 
a framework under which more specific subsidiary development agree- 
ments are negotiated and funded. They recognize the need for cooper- 
ative identification of economic opportunities and priorities and coordi- 
nated intergovernmental action if regional disparities are to be reduced. 
In recognition of the different fiscal circumstances of the provinces, 
Ottawa financed up to 90 percent of projects in Newfoundland, 80 
percent of those in Nova Scotia and New Brunswick, 60 percent of those 
in Quebec, and only 50 per cent of those in Alberta, British Columbia, 
and Ontario. The agreements embraced a range of schemes including the 
rehabilitation of Quebec’s steel and pulp and paper industries and infra- 
structure upgrading throughout the Maritimes. 

Other instances of cooperation merit attention. In the early 1970s the 
federal government, Alberta, and Saskatchewan were able to achieve a 
planned expansion of the steel industry in Western Canada, even though 
both provinces harboured ambitions about the development of steel- 
making capacity in their own jurisdictions. Similarly, the federal govern- 
ment has recently been able to implement a major expansion of Canada’s 
helicopter industry in Quebec without alienating Ontario, which also has 
a major interest in the industry. And Jenkin notes how the federal 
government intervened when it appeared that Ontario and Quebec were 
about to start a bidding war for investment in their pulp and paper 
industries.7” The result was a successful federal-provincial agreement 
that prevented interprovincial competition, but also tailored assistance 
to the needs of each province. Finally, Stephen Clarkson describes as a 
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“positive experience”’ the federal-provincial collaboration in preparing 
Canada’s position for the Tokyo round of negotiations on the General 
Agreement on Tariffs and Trade.28 

The GDA experience and the cases cited above suggest that inter- 
governmental agreement is possible, especially when either the number 
of issues or the number of governments involved are limited. As the 
agenda broadens and the number of participants increases, the prospect 
for intergovernmental consensus on industrial policy matters is reduced. 
The outcome of the 1978 First Ministers’ Conference on the Economy 
supports this contention. There the eleven governments and their 
advisers were unable to agree on signficant policy questions. As ana- 
lyzed by Julia Eastman and Douglas Brown, the conference was a 
spectacle of political posturing, partisan disagreements, and, to a 
degree, ideological discord.?? All this overlay intergovernmental dis- 
agreements about the content of an industrial strategy, the best policy 
instruments, and the location of industry. Such “limits to consultation” 
suggest that Canadian federalism presently precludes the development 
of an aggressive, interventionist industrial strategy. However, as 
Stephen Clarkson maintains, “‘federal-provincial collaboration and con- 
sensus on separate sectoral issues is entirely within the realm of the 
possible.” 3° 

As noted above, there are several preconditions to effective inter- 
governmental collaboration. A further problem is that, in a competitive 
federation, each level of government must believe that it is receiving its 
share of political credit and visibility. Thus, independent of broader 
conflicts of interest, governments and their bureaucracies have their own 
internally generated drives for status, power, and expansion. Ina federal 
state, such drives often become entangled with substantive policy 
issues. Indeed, one of the reasons for Ottawa’s abandonment of the GDA 
approach was that the provincial governments were reaping consider- 
able political credit for the results of the agreements, even though much 
federal money was involved. Moreover, the GDA approach reduced 
Ottawa’s status insofar as the federal government, through its own 
emphasis on bilateral agreements, became “just another government”’ 
with no special roles or prerogatives in industrial policy. 


Federal-Provincial Conflict 

Over the last two decades, Canadian federalism has endured debates 
about the regional effects of federal industrial policy and the interests it 
serves. At the heart of such debates is the assertion, advanced by the 
western provincial governments in particular, that federal initiatives are 
attuned to the needs of industry in central Canada, insensitive to the 
needs of hinterland provinces, and based upon the need to preserve a 
division of labour between a manufacturing core and resource-producing 
hinterlands. Such flaws in federal policy are seen as inevitable, given 
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Ottawa’s need to respond to the political demands of the heavily popu- 
lated, industrialized centre. 

At the Western Economic Opportunities Conference in Calgary in 
1973, the federal government and the western provincial governments 
convened to examine ways to promote regional development. The con- 
ference was the scene of unrelenting attacks on Ottawa’s “discrimi- 
natory”’ policies. The policies of the Department of Industry, Trade and 
Commerce and federal purchasing regulations were criticized as detri- 
mental to Prairie manufacturing and of disproportionate benefit to cen- 
tral Canadian firms. Moreover, DREE’s initiatives, while welcomed, 
were said to be offset by larger IT&C expenditures which strengthened 
central Canada’s hegemony. Although provincial spokesmen called for 
greater federal expenditures on western industrial development, their 
real objectives were more regionally sensitive federal policies, a greater 
federal recognition of the region’s resource-based prowess, and federal 
actions that facilitated regional upgrading or resources. Above all, 
Ottawa was told to abandon its image of the Canadian economy as 
predicated upon a regional division of economic activity. 

Governments in the Atlantic provinces have sometimes echoed sim- 
ilar sentiments, although their weaker economies and generally better 
political relations with Ottawa have discouraged them from acting as 
aggressively as their western counterparts. The provincial governments 
in the region do occasionally lament Ottawa’s inability to formulate 
policies that generate self-sustaining growth. They resent, moreover, 
their status as dependents on federal largesse and their lack of autonomy 
in industrial policy. But ultimately, the Atlantic governments acknowl- 
edge the need for a federal government strong enough to redistribute 
wealth in the Canadian federation and are willing to work cooperatively 
with Ottawa. They have long supported a major role for DREE, even 
though they have complained that its policies are offset by federal 
transportation, industrial, and fiscal policies that centralize economic 
activity in Ontario and Quebec. 

Under Premier Peckford, Newfoundland’s anti-federal rhetoric dis- 
tinguishes it from its more contented neighbours in Atlantic Canada. 
Newfoundland has repeatedly challenged federal policies in the fisheries 
and offshore and has done so with a venom uncommon for governments 
in the region. However, the Maritime provinces have not emulated 
Newfoundland’s aggressive posture. They prefer to maintain good work- 
ing relationships with the federal government on whose large expen- 
ditures they rely. 

Hinterland protests about the “bias” of federal policy are as old as 
Canada itself. A newer development is Quebec’s view that federal industrial 
policies serve Ontario’s needs alone. At the heart of the Parti québécois’ 
analysis is the notion that the province’s economic backwardness and poor 
economic performance are as much the product of federal economic policy 
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as the workings of the marketplace. Several important postwar policies — 
notably the auto pact, which allegedly works against Quebec; the 
St. Lawrence Seaway, which is said to have undercut Montreal’s status as a 
port; and the National Oil Policy of 1961, which hurt Quebec’s ambitions in 
petrochemicals — are seen to enhance or tolerate the concentration of 
dynamic industries in Ontario. While Quebec admits to receiving a large 
share of DREE expenditures, it criticizes such funds as band-aids which 
have exerted a perverse economic impact. As Quebec struggled to trans- 
form its industrial structure, DREE has encouraged new investment in 
backward industries like textiles. 

The provincial governments’ arguments about the inadequacies of 
federal policy have not been unanimously endorsed. Quebec’s com- 
plaints about federal “discrimination” have been rejected as poorly 
documented and politicaily inspired. Moreover, Kenneth Norrie main- 
tains that the Prairie governments have overestimated the impact of 
federal policy on the west’s industrial structure. Market forces, not 
public policy, account for the concentration of secondary industry in 
central Canada. As Norrie argues: “The geographically peripheral areas 
of the country are just not feasible sites to naturally attract most types of 
secondary industry. . . . Hinterland regions do not become industrial 
centres in a market economy, and the distribution of manufacturing 
industries across Canada is a simple reflection of this fact.”3! Such 
arguments have not exerted much influence on intergovernmental dis- 
agreement about industrial policy. 

It is tempting to dismiss provincial grievances about the content of 
federal industrial policy as empty rhetoric which has no impact on 
Canadian industrial policy. Such a view is, however, mistaken. For 
provincial government critiques exert major, albeit sometimes subtle, 
influences on public policy. In a very direct way, incessant provincial 
criticisms of federal industrial policy have converted debates about 
industrial policy into intergovernmental wrangles about the location of 
economic activity. Federalism gives questions about industrial location 
a prominence unthinkable in a unitary state. Ottawa in particular has 
difficulty articulating and implementing industrial policies that do not 
take into account the spatial distribution of industry. Perhaps more 
importantly, federalism, with its bias toward regional issues, distorts the 
industrial policy agenda and downplays the signficance of such problems 
as the overall impact of government and the relationships between 
government, industry, and labour. 

Under contemporary Canadian federalism, the provincial govern- 
ments may offset federal policies that appear to “centralize” economic 
activity or to “discriminate” against regions. A particularly dramatic 
deployment of provincial powers occurred in 1974 when Alberta 
attempted to cut off feedstock to the Petrosar petrochemical plant in 
Sarnia. Petrosar, as a symbol of Ontario’s hegemony, was seen as a 
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challenge to Alberta’s efforts to establish a petrochemical industry. In 
the ensuing struggle, Ottawa was denounced for tolerating, if not encour- 
aging, the expansion of petrochemicals in Ontario. 

Such overt regional conflicts of interest are rare, and few provinces 
have recently matched Alberta’s truculence in federal-provincial rela- 
tions. However, the provinces have the potential to employ their powers 
in defiance of federal initiatives, and Ottawa must take this into account. 
As a result, the federal government can seldom move decisively to 
implement industrial policies. In a regionally specialized economy, 
industrial policy often assumes the guise of a zero-sum game where one 
region’s loss is another’s gain. Moreover, there is assumed to be inherent 
antagonism both between the heartland and the peripheries and between 
the goals of the federal and provincial governments. A major conse- 
quence of such antagonism is a diminished federal capacity to articulate 
national policies. 

So far, the focus of this section has been on the capacity of the 
provinces to constrain Ottawa. The federal government, however, has 
frequently and aggressively employed its policy-making powers so as to 
shape provincial priorities. Indeed, Anthony Careless’ study of regional 
development policy demonstrates how Ottawa has taken the initiative in 
defining problems and proposing solutions?* while the provinces, sel- 
dom consulted, have simply reacted to federal interventions. The federal 
government, which has ample financial resources as well as a desire to 
enhance its political visibility, has often pursued policies that reduced 
provincial autonomy. In the same vein, research by Blais, Faucher, and 
Young reveals how Ontario and Quebec’s interest in regional policy has 
followed, rather than led, major federal policies.** They suggest that the 
pattern of federal initiative—provincial reaction is the norm in most 
spheres of industrial policy, although compelling evidence to this effect 
is lacking. Such findings remind us that Ottawa is a potent force in 
federalism, more than capable of forcing the provincial hand. 

Earlier I argued that Canadian federalism shows a bias toward regional 
issues and an obsession with industrial location, and I discussed some of 
the troublesome results. There is, however, a brighter side to this pic- 
ture. While Canada, as a series of regionally specialized economies, can 
probably not develop a single, all-embracing industrial policy, an effec- 
tive industrial strategy might well be based on a series of regional 
policies. If such an approach were taken, federalism might under certain 
circumstances be a positive force in the articulation and achievement of 
policy since our brand of federalism focusses attention on regional 
economic specialization and the regional effects of national policies. 
Moreover, the provincial governments, close to the action and endowed 
with resource ownership, may complement the federal government’s 
pan-Canadian and international focus. 

Such harmony can be neither assumed nor guaranteed. Harvey 
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Lithwick and John Devlin argue that the 1981 federal white paper on 
economic development simply asserted that regional goals and overall 
national prosperity could be readily meshed.*4 No clear proposal emerged, 
however, as to how regional strengths could be used as building blocks or 
how economic diversification, an important goal of the hinterlands, could 
be achieved. Moreover, a regionally based industrial policy must have 
proper political foundations. A federal state, like contemporary Canada, in 
which the various governments try to enhance their status, may not be 
fertile ground for the seeds of regional cooperation. 


Interprovincial Relations 


Interprovincial rivalries and conflicts further complicate Canadian 
industrial policy. As provinces have expanded their economic roles, 
they have engaged in fairly frequent and intense competition for indus- 
try. Provincial governments are now attempting to offer concessions to 
industry that are comparable to those of their neighbours. At least three 
governments seek to nurture petrochemical industries while another six 
harbour ambitions in steel. In its most extreme form, interprovincial 
competition for industry has degenerated into bidding wars for new 
industry. A revealing example of such activity occurred in 1978 when 
Ontario, Quebec, and several U.S. states openly bid for new automobile 
plants. 

Such competition has few positive consequences, as interprovincial 
rivalries merely add another element of conflict to intergovernmental 
relations. Provinces see their neighbours as rivals and resent the sugges- 
tion that federal intervention is required to curb their internecine strife. 
Moreover, corporations may be the major beneficiaries of interprovincial 
rivalries, as they skillfully play competing governments off against each 
other. The bargaining power of governments and their capacity to direct 
the course of provincial development are reduced when they assume that 
capital is a scarce commodity which in the absence of appropriate 
inducements will locate elsewhere. It is certainly difficult for a govern- 
ment to gauge the amount and nature of subsidy required to lure a 
corporation. In fact, governments may subsidize business investments 
that might have been made without financial inducements. Intergovern- 
mental competition, then, increases the price paid for new investment. 

No province benefits from this competition, but some may lose more 
than others. The governments of Atlantic Canada, already overcommit- 
ted in some areas, must keep stretching their resources to compete for 
industry with provinces that are better situated. Wealthy provinces like 
Ontario, which already enjoy natural advantages, may “outbid” other 
provinces. In an ironic way, therefore, competitive industrial strategies 
may exacerbate regional economic disparities, although this outcome Is 
clearly the reverse of that sought by the provinces that are less well 
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situated. A contrary position maintains that, given lower wages in their 
jurisdictions, the poorer provinces need not offer incentives comparable 
to those of the more prosperous ones. Some U.S. data support this 
argument, but compelling Canadian evidence has not yet been forthcom- 
ing. Further research is required into the economic consequences of 
interprovincial rivalries. 

Interprovincial competition may also exert an impact on labour rela- 
tions policy although this is difficult to document. The reason ts that in 
the poorer provinces a docile, unorganized labour force may be a major 
attraction for investors. Governments in these provinces may abandon 
certain progressive forms of labour legislation or adopt hard-line stances 
toward labour so as to stay competitive as a site for investment. Such 
thinking may have led the government of Nova Scotia to amend its Trade 
Union Act so as to make it difficult to unionize interrelated plants of the 
same firm. The government has not convincingly denied that such 
legislation was drafted to satisfy Michelin Tires which, as a notoriously 
anti-union employer, demanded government action to block union 
organization in its Nova Scotia plants. In return, Michelin allegedly 
agreed to build a third plant. Similar logic can be applied to the content of 
environmental legislation, although here too evidence is lacking. 

Most provinces have admitted the existence of interprovincial competi- 
tion for investment and many have condemned the practice although efforts 
to curb such behaviour have failed. For example, in performing its new role 
as guardian of the Canadian common market, the government of Ontario 
has failed to convince other provinces to eschew “buy provincial” purchas- 
ing policies. As well, Ontario’s recent efforts to improve its relations with 
Alberta and to enter into agreements which stressed the linkages and 
common interests between a resource-producing province and a manufac- 
turing one were ignored in Edmonton. Nor have any agreements been 
struck on the use of industrial grants and incentives. The reasons for the 
reluctance of the provinces to curb competition are rooted in their preoc- 
cupation with provincial, rather than regional or national, impacts of indus- 
trial policy. Provincial governments see no reason to welcome industrial 
developments which, while perhaps economically sound, seem to confer 
disproportionate benefits on other provinces. To the extent that provincial 
governments wield any economic powers, an element of competition 
appears inevitable under federalism. 

Some diminution of interprovincial competition may result from the 
western provinces’ growing commitment to resource-led industrial strat- 
egies. The Prairie economies now rest on different resource bases, and 
both Alberta and Saskatchewan have abandoned efforts to force feed 
secondary industry. As aresult, these provinces are unlikely to compete 
frequently for industry. Similarly, governments in the Maritimes now 
claim to have abandoned the quest for footloose firms that characterized 
their economic strategies in the 1960s and 1970s. They claim to seek 
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smaller, indigenous firms which are linked with established industries. 
However, competition for industry may intensify between Ontario and 
Quebec. As noted earlier, the government of Ontario is now more willing 
to use its policy powers in defence of provincial interests, and both 
provinces face serious problems in their manufacturing industries. 
Recent disputes about the location of new automobile plants reveal that 
both governments are sometimes willing to extend large subsidies to 
corporations. 


The Common Market Problem 


The tendency of the provinces to engage in competitive industrial policy 
making is symptomatic of a broader concern about the integrity of the 
Canadian common market. At the heart of the debate is a concern that 
growing appetites for intervention have led to a proliferation of policies 
that impede the flow of factors of production and thereby reduce eco- 
nomic efficiency. Weak industries are fostered and Canada’s modest 
domestic market is further fractured. The issue is interesting both as a 
substantive policy question and as a reflection of conflicts of interest 
within Canadian federalism. 

The common market controversy evokes questions both about the 
nature of federalism and about the role of governments in the economy. 
Some proponents of strengthened guarantees of the common market are 
concerned about the growing economic prowess of the provinces and 
their capacity to erect internal barriers. Other advocates of a purer 
common market fear the expanded role of governments in the economy 
and seek to reduce that influence for ideological reasons. As John R. 
Hayes has argued in his comparative study of economic mobility in 
federations: “Finally — but this is more controversial — additional pro- 
tection for free movement could make a useful contribution to setting 
salutory limits on the role of governments in the ownership and control 
of business enterprises.’’3° 

How significant is the economic impact of barriers to trade? No 
consensus emerges on this question. For example, Donald Smiley has 
argued: “Canadians pay a heavy material price for their failure to sustain 
a domestic common market.” 3° But recent work by John Whalley chal- 
lenges Smiley’s assertion. Whalley concludes that the economic impact 
of internal barriers to trade has been exaggerated and that perhaps too 
much attention has been paid to the problem. On the issue of preferential 
provincial procurement policies, Whalley’s rough guess is.that two per 
cent of interprovincial trade is involved.*’ Another view is provided by 
Thomas J. Courchene who argues that most measures of the economic 
consequences of protectionism ignore “dynamic efficiency losses.”+® 
Courchene worries that protectionism stifles the entrepreneurship that is 
required in a competitive world economy. In his view such losses, 
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although hard to quantify, are significant. Similarly, Jenkin maintains 
that ‘““buy provincial” procurement policies have weakened segments of 
the Canadian electrical equipment industry.*? This is so because manu- 
facturers, in order to obtain major provincial contracts, must often 
establish a local production facility. As a result, the industry is weak, 
fragmented, and unable to exploit export opportunities. Such effects are 
rarely made explicit in economic analyses. 

One area of consensus is that many federal policies also distort the 
Canadian common market. DREE grants, freight rates, and various 
aspects of Ottawa’s energy policies are examples of federal initiatives 
that inhibit the flow of factors of production. The recognition that 
internal barriers to trade are often federally imposed, and indeed often 
exist in unitary states, led Courchene to warn against seeing federalism 
as ‘‘a degenerate form of economic union.’’4° 

The explicitly economic consequences of internal barriers to trade are 
secondary to the political significances of such policies. The very exis- 
tence of beggar-my-neighbour policies contributes to distrust in inter- 
governmental relations, because they symbolize the intentions of indi- 
vidual governments to pursue their own courses and to insulate their 
economies from external forces. The unwillingness of Canadian govern- 
ments to debate their respective contributions to economic distortions 
reflects enduring conflicts of interest within the federation. And, in a 
basic way, their failure to grapple with the issue of economic union 
reveals their inability to address the cumulative impact of government 
policy on the economy. 

These tendencies are illustrated by the results of the First Ministers’ 
Conference on the Constitution held at Ottawa in 1980. One agenda item 
dealt with federal proposals to strengthen the common market by consti- 
tutionally entrenching the mobility rights of citizens, clarifying section 
121 of the BNA Act, and extending federal powers over trade and com- 
merce. Underlying Ottawa’s position was the view that provincial pro- 
tectionism was too widespread and that serious political and economic 
problems were resulting. The federal position was supported only by 
Ontario, the province with the largest stake in the status quo. 

The other provinces assailed the federal position. Not surprisingly to 
those with even a passing acquaintance with Canadian federalism, the 
alliance between Ontario and Ottawa evoked the suspicions of the 
hinterland provinces. Moreover, the provinces attacked the federal pro- 
posals as a “power grab” which curtailed provincial powers but did not 
reduce Ottawa’s capacity to intervene. Under this deluge of provincial 
criticism, the economic union issue was shelved. It has not been resur- 
rected in important intergovernmental forums. 


Conclusions 


Canadian federalism is characterized by active, but poorly coordinated, 
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governments in Ottawa and the provinces. Although the policies of 
individual governments are not often contradictory, policy making does 
tend to be unilateral as governments tend more and more to pursue their 
own self-interest instead of looking for benefits in interdependence. 
Ottawa’s abandonment of the GDA approach and its efforts to bypass 
provincial governments in industrial policy making attest to the ten- 
dency toward unilateral action. 

Canadian governments have shown no real willingness to employ their 
large public sectors in a coordinated, let alone creative, manner. No 
intergovernmental agreement has been reached on the role of public 
procurement or industrial incentives as policy tools. The bitter conflict 
over Bill S-31, the corporate shareholding limitation act, reveals dis- 
agreement about the role of Crown corporations and government invest- 
ment in firms as part of an industrial strategy. Ontario’s efforts to stress 
the economic linkages between the manufacturing core and resource- 
producing provinces were resisted by Prairie provincial governments as 
a self-interested attempt to bolster the status quo. 

Perhaps by its very nature, industrial policy generates conflicts of 
interest. As governments expand their economic roles, their ability to 
give evidence of proficient economic management becomes a determi- 
nant of their success. Accordingly, they tend to object to the policies of 
other governments that reduce their autonomy or seem to usurp their 
powers. Conflict also flows from the contrasting perspectives of the 
federal and provincial governments. The provinces, as custodians of 
smaller economies, often see particular industrial developments and 
projects as central to their future prosperity. The federal government, 
given its responsibility for the entire economy, may appear indifferent to 
local developments which may seem insignificant on a national scale. 
Finally, such conflicts are magnified under Canadian federalism with its 
history of regional animosities. Modern industrial policies have 
rekindled the old centre-periphery tensions and pointed up Canada’s 
heterogeneity. 

The spirit of this essay, like most recent scholarship on Canadian 
federalism, is pessimistic. A more benign federalism, however, may now 
be emerging, and the conflict-ridden 1970s may be replaced by a some- 
what more harmonious era. Politicians cannot engage in ever escalating 
struggles with other governments without damaging their own interest. 
Still the conceptions of the political elite about the limits of conflict and 
cooperation are decidedly complex. Richard Simeon’s classic study 
Federal-Provincial Diplomacy is replete with insight into such con- 
ceptions, but his study is now somewhat dated.*! We need to know much 
more about such ideas before we can speak authoritatively. 

Even casual observers of recent Canadian politics realize that Cana- 
dian governments see some benefit in the pursuit of strategies that are at 
least rhetorically confrontationist. Governments in the three most west- 
erly provinces and Newfoundland, for example, have portrayed Ottawa 
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as an alien force. Federal indifference to their plight is used to justify 
autarchic development strategies and often to deflect the electorate’s 
attention from local problems. The electoral prowess of the Lougheed 
and Peckford governments, two of the most strident, attests to the 
success of such political designs. But there are limits to such strategies. 
Governments, particularly during periods of relative affluence, may 
impress their electorates with confrontationist tactics and schemes of 
economic provincialism. But the overzealous pursuit of such policies 
and strategies might ultimately be the seeds of a government’s destruc- 
tion. For a government (and Premier Peckford’s administration may be a 
good example) that is overly aggressive and constantly rejects olive 
branches may unintentionally raise to prominence a separatist option. 
Such a focus may heighten the concern of hinterland citizens about the 
vulnerability of their small, open economies and strengthen their com- 
mitment to the larger political community which, while sometimes 
unjust, offers some hope for economic stability. Accordingly, a govern- 
ment, if relentlessly dedicated to a truculent, quasi-independent course, 
limits its political options dramatically. It may either pursue its logic to 
its conclusion and risk defeat and replacement by a more conciliatory 
regime or moderate its own potentially self-defeating drives. Federalism, 
and its attendant complex of divided citizen loyalties, may constrain the 
divisive tendencies of its governments. 

Intergovernmental conflict may also be reduced in times of economic 
decline. Put differently, continuing and intense discord in Canadian 
federalism may in itself be a product of the relatively affluent 1970s. 
Governments in a federation may be more inclined to expand their 
powers and wealth when they realize they are struggling for a larger 
piece of an expanding pie. But in an era of decline, intergovernmental 
conflict may become a luxury in the eyes of citizens and politicians alike. 
Conflict, particularly that flowing from the status concerns of govern- 
ments, may be frowned upon and avoided where possible. Governments 
themselves may sense that citizens are not particularly concerned at the 
best of times with the jurisdictional squabbles that preoccupy elites. Ina 
period of economic trauma, a government caught playing out ancient 
rivalries may be seen as a destructive not a creative force. The ability to 
cooperate, on the other hand, may simultaneously become a virtue. My 
sense is that Canadian governments, with the possible exception of 
Newfoundland, have recently been disciplined by such logic. 


The Experience of Other Federations 


This section looks at the literature on the politics of industrial policy in 
the modern U.S. and Australian federations with a view to answering 
two questions. First, do they exhibit more or less intergovernmental 
conflict than is seen in Canada? Second, does comparison yield insight 
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into institutional or policy reforms that could improve Canadian fed- 
eralism and be readily adapted to Canadian conditions? 


The United States 


The contemporary U.S. federation provides a contrast to the Canadian 
in two ways. First, the U.S. federal system is more centralized than its 
Canadian counterpart: Washington is the decisive force. Second, there 
remains in the United States a hostitility to an active economic role for 
government. While U.S. governments, both federal and state, do inter- 
vene in the economy, their interventions are often reluctant, public 
ownership is seldom employed, and industrial policies are not explicitly 
coordinated. Neither level of government exhibits a commitment to 
economic intervention equivalent to either its Canadian or Australian 
confreres. For these reasons, the U.S. case is not readily comparable 
with the recent Canadian pattern. In a centralized federation where 
governments are unwilling to pursue certain industrial policies there is 
by definition limited intergovernmental conflict about the content of 
industrial strategy. 

Like other modern governments, Washington undertakes industrial 
assistance policies designed to promote research and development, to 
enhance productivity, and to encourage the exploitation of foreign mar- 
kets. The scope and complexity of federal assistance to industry makes 
efforts and quantification difficult, but several surveys reveal a plethora 
of programs and substantial expenditures. For example, a study by Ira 
Magaziner and Robert Reich estimated that in 1980 federal assistance to 
enterprise (including infrastructure expenditures, research and develop- 
ment, and loans and guarantees outstanding) amounted to $303 billion.#2 
Of this total, $40 billion was accounted for by loans, insurance, and 
guarantees in support of exports while another $17.9 billion was con- 
sumed by programs of assistance for small business. In 1980, the federal 
government spent more than $94 billion on goods and services. Such 
purchasing power, which makes Washington the nation’s largest single 
consumer of goods and services, is governed by a web of protectionist 
regulations. The “Buy America” Act and related provisions guarantee 
domestic suppliers a distinct advantage in the quest for government 
contracts. 

Direct government assistance to individual firms is alien to established 
patterns of industrial policy in the United States. The bailout of 
Chrysler, Penn Central, and Lockheed are major departures from the 
hands-off posture of federal industrial policy makers. The public enter- 
prise sector in the United States is the smallest of any of the OECD 
countries. 

Washington spends some money on the rehabilitation of depressed 
regions. For example, the Economic Development Administration of the 
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Department of Commerce spent $483 million for such purposes in 1980. 
However, the U.S. federal government pursues no explicit policy of 
balanced regional economic growth. Indeed, in the United States, mar- 
ket forces are viewed as the proper determinants of industrial location. 
Over the past two decades, U.S. administrations have been loath to 
interfere with the shift of population and industry from the once domi- 
nant industrial northeast to the now dynamic southwestern sun belt. 
Daniel P. Moynihan, a Democratic Senator from New York, neatly 
captured the American orthodoxy about regional policy when he 
remarked: “Sometimes it is necesssary to think like an economist.”*3 

The content of U.S. industrial policy is now a major political issue. In 
the face of deteriorating economic performance, the alleged de- 
industrialization of the northeast, and import competition, critics have 
condemned Washington’s policies as inadequate. They maintain that the 
commitment to the virtues of unhindered markets blinds Americans to 
the need for aggressive intervention if the United States is to achieve an 
industrial renaissance.* In other words, the U.S. economy has suffered 
from too little intervention, not too much. But in contrast to the situation 
in Canada, the literature and public debate about U.S. industrial policy 
is devoid of explicit references to federalism. For those seeking more 
intervention, Washington is the saviour. 

The state governments use some industrial policy levers, but their 
policies are less interventionist and sophisticated than those of the larger 
Canadian provinces. The role of state governments is perhaps best 
described as promotional. That is, their principal economic role is to 
promote their jurisdiction as a site for the location and expansion of 
industry. Unlike the Canadian provinces, the state governments are not 
really concerned with industrial diversification or the quality and nature 
of industry. Rather, their preoccupation is with generating investment 
and jobs and creating a suitable business climate. Policies aimed at 
restructuring extant firms and industries, promoting research and devel- 
opment, and enhancing productivity are uncommon at the state level, 
although Rhode Island has recently unveiled an industrial policy. 

To attract industry, the state tax system is often ingeniously deployed 
so as to encourage plant expansion and new investments. Tax incentives 
are supplemented by a range of grants, low-interest loans, and loan 
guarantees whose complexity and cost to the public purse have yet to be 
catalogued. Anti-union labour legislation may also be used especially, 
but not exclusively, in the southern states. 

The so-called “Commerce” clause in the U.S. Constitution provides 
consitutional protection for the common market. Such protection however 
is not so absolute as to prevent the state governments from engaging in 
practices that restrict the flow of factors of production. For example, state 
procurement policies are frequently protectionist; some 34 states favour, in 
differing ways, state or domestic producers. In several states, also, steel has 
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been accorded special protection. The governments of Ohio and Pennsyl- 
vania, where steel-making is very significant, have implemented measures 
designed to limit the use of imported steel in state-funded projects. Such 
protectionism has survived political and constitutional attacks on its legit- 
imacy. As in Canada, efforts to strike intergovernmental accords on pur- 
chasing policy have failed. For example, only seven states have accepted 
the principles embodied in the American Bar Association’s model purchas- 
ing code.*° Such findings suggest that state governments impose barriers to 
the flow of goods and services, notwithstanding constitutional protection of 
the common market. 


Australia 


The contemporary Australian experience is closer to the Canadian than 
the American, although firm conclusions are difficult given the paucity of 
literature on Australian industrial policy. Like Canada, Australia is a 
vast, sparsely populated federation whose economy is anchored on the 
export of natural resources. The Australian states are less hetero- 
geneous than their Canadian counterparts, but marked differences exist 
in their economic structure and prosperity. New South Wales and Vic- 
toria are heavily populated and industrialized while Queensland and 
Western Australia are sparsely populated, resource-rich hinterlands. 
South Australia and the island state of Tasmania boast neither resource- 
based nor industrial prosperity. The outlying states resent the economic, 
political, and cultural hegemony of Victoria and New South Wales. The 
Commonwealth government, like Ottawa, is frequently portrayed as the 
instrument of the more populated states. 

As the national government, Canberra wields decisive powers in the 
industrial sphere, including those instruments conventionally employed 
by modern governments under advanced capitalism, although public 
enterprise is not very important in Australia. Interestingly, the Com- 
monwealth government, unlike its Canadian counterpart, has no agency 
dedicated to regional industrial development. The state governments, 
through a combination of Crown ownership of resources and state 
jurisdiction over them, are also important economic actors. However, 
the Australian states, while clearly more significant than the U.S. ones, 
lack the fiscal clout of the Canadian provinces and are accordingly 
restrained in their industrial strategies. Contemporary state industrial 
policies are not particularly coherent or complex, but they do rest on the 
manipulation of several policy instruments. John Warhurst, an Austra- 
lian political scientist, has described the efforts of the states to pursue 
industrial growth as follows: 


This has been done through a whole range of schemes either to assist in the 
expansion of firms already located within State boundaries or to attract new 


Tupper 373 


firms or new investment. The schemes include assistance with transport 
costs, concessions on electric power, preference given to local firms in 
government purchasing, assistance with management and technical advice, 
decentralization incentives, provision of factories on a lease-back basis, 
taxation concessions and others.4® 


As in the other established federations, such instruments are employed 
competitively. And, as the list of policy instruments reveals, the Austra- 
lian states employ policy levers that challenge the common market. 

During the 1970s, intergovernmental relations in Australia, like those 
in Canada, were adversely influenced by changes in the supply and value 
of nonrenewable resources. The resource-rich states, especially 
Queensland and Western Australia, resisted Canberra’s efforts to 
expand its influence in resource policy and to redistribute the benefits of 
resource development from producing to consuming regions. As in 
Canada, such efforts to extend federal jurisdiction evoked intergovern- 
mental conflict. At the most elementary level, the resistance of the states 
to Canberra’s enhanced role reflects the reflex reaction of governments 
under federalism to preserve their power and status against the expan- 
sionary tendencies of the upper level. As well, intergovernmental con- 
flict, especially that between the Commonwealth and Queensland and 
Western Australia, reflects enduring conflicts of interest between the 
industrialized core and the hinterlands, who see Canberra as the instru- 
ment of metropolitan interests. Such deep-rooted conflicts may be exac- 
erbated in the Australian case by partisan differences between state and 
Commonwealth governments, but, as in Canada, explicitly partisan 
conflict is of secondary importance. However, as Garth Stevenson 
argues, federal policy makers in Australia hold unflattering views about 
their political and bureaucratic counterparts in the states.4’ Canberra 
views the state governments as conservative actors who routinely pur- 
sue short-sighted policies. In Stevenson’s view, such sentiments fan 
intergovernmental conflict. 

The Australian case provides Canadian reformers with no obvious 
blueprint. As in Canada, intergovernmental conflict over industrial and 
resource policy is routine. Policy making is frequently competitive, 
especially between the state governments, and, as noted earlier, 
resource policy has exacerbated Commonwealth-state relations in the 
1970s. But in the face of discord, Australian federalism has generated no 
noteworthy mechanisms for the better intergovernmental coordination 
of industrial policy. 


Conclusion 


Our brief foray into comparative federalism yields no powerful lessons for 
Canadians. The U.S. experience is very different from the Canadian: in the 
United States, the federal government is the fountainhead of important 
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economic policy. As a result, Canada’s preoccupation with intergovern- 
mental conflict and policy coordination has no parallels in U.S. politics. In 
contrast, Australia reveals characteristics of policy making roughly com- 
parable to those in Canada, such as centre-periphery conflict, state-led 
challenges to the economic union, and frequent intergovernmental friction. 
However, the Australian case, while comparable to the Canadian, advances 
no clear agenda of reform for Canadians. No innovative institutional 
arrangement or policies are evident in Australian industrial policy making. 
“Made in Canada” reforms are thus necessary. 


Conclusions 


Our survey reveals that both federal and provincial governments are 
active in industrial policy making in Canada, and generally more active 
than their counterparts in Australia and the United States. Intervention 
in the economy has evoked continuing intergovernmental controversy 
about the proper direction and content of Canadian industrial policy. In 
particular, the provinces, with the exception of Ontario, have denounced 
federal policies as insensitive to local interests and serving the needs of 
the more-industrialized areas. Such reasoning has prompted the provin- 
ces to launch, with varying degrees of vigour, industrial strategies 
designed to offset the effects of federal policies and market forces. As 
well, both levels of government have given priority to the articulation of 
industrial policy and economic management in general. Under these 
circumstances, governments become Jealous guardians of their jurisdic- 
tional prerogatives and powers. In turn, policy making becomes influ- 
enced, not only by objective economic concerns, but also by strategies 
aimed at enhancing the visibility and status of governments themselves. 
Ottawa’s retreat from the General Development Agreement approach 
and interprovincial competition for industry are evidence of these ten- 
dencies. In such important areas as purchasing codes, public investment 
strategies, and the use of grants and incentives, Canadian governments 
remain at odds. 

One solution to the problems of the status quo is to prescribe a 
reduction in the role of government in the economy. Put simply, to the 
extent that governments reduce their appetites for intervention, inter- 
governmental conflict will be correspondingly reduced. But no evidence 
suggests that Canadian governments are much interested in reducing 
their economic roles. A broader question is whether an open economy 
like Canada’s can prosper without the sustenance of government 
intervention. 

If neither level of government is willing to limit its intervention and if 
neither seems prepared to cede significant powers to the other, only one 
obvious option presents itself. Governments must acknowledge the 
scope of their intervention, their interdependence, and their capacity to 
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exert a perverse effect on the economy in the absence of coordination. 
Put somewhat differently, if Canadian governments are individually 
committed to intervention, serious efforts must be made to ensure that 
the benefits of such intervention are not lost through intergovernmental 
conflict. The growing tendency to “go it alone” is not a feasible option in 
the era of interdependent governments. 

For reasons specified in this study, Canadian federalism creates 
impressive, but not insurmountable, obstacles to intergovernmental 
cooperation. But before greater harmony is achieved, a change in 
attitude must occur. Government, scholars, and interested parties in the 
private sector must learn to exploit federalism as a useful force in the 
development of industrial policies. This would entail abandoning various 
assumptions about the inherently problematic nature of economic policy 
making under Canadian federalism. It would also require recognition of 
the fact that federalism may allow for the generation of regionally 
sensitive and effective industrial policies. For provincial governments, 
with their knowledge of their own relatively small economies, may be 
useful partners of a national government which has a broader, more 
complex, and more heterogeneous constituency. In the absence of other 
options, governments should entertain the possibility that Ottawa and 
the provinces can act as partners in industrial development. 


Notes 


This paper was completed in July 1984. 


1. Michael Jenkin, The Challenge of Diversity: Industrial Policy in the Canadian Federa- 
tion, study prepared for the Science Council of Canada (Ottawa: Minister of Supply 
and Services Canada, 1983), p. 153. 

2. Allan M. Maslove, “‘Loans and Guarantees: Business as Usual versus the Politics of 
Risk,” in How Ottawa Spends: The Liberals, the Opposition, and Federal Priorities, 
edited by G. Bruce Doern (Toronto: James Lorimer, 1983), p. 125. 

3. Economic Council of Canada, Intervention and Efficiency (Ottawa: Minister of Sup- 
ply and Services Canada, 1983), p. 18. 

4. André Blais, Phillipe Faucher, and Robert Young, “L’aide financiére directe du 
gouvernement fédéral a l'industrie canadienne, 1960—1980,’’ Notes de recherche no. 12 
(Montreal: Université de Montréal, Département de science politique, 1983). 

5. For an overview of DREE’s rationale see Anthony Careless, Initiative and Response: 
The Adaptation of Canadian Federalism to Regional Economic Development 
(Montreal: McGill-Queen’s University Press, 1977), chap. 10. 

6. For details see Donald J. Savoie, Federal-Provincial Collaboration: The Canada—New 
Brunswick General Development Agreement (Montreal: McGill-Queen’s University 
Press, 1981). 

7. For an overview see Marsha Gordon, Government in Business (Montreal: C.D. Howe 
Institute, 1981). 

8. John W. Langford and Kenneth J. Huffman, “The Uncharted Universe of Federal 
Public Corporations,” in Crown Corporations in Canada: The Calculus of Instrument 
Choice, edited by J. Robert S. Prichard (Toronto: Butterworth, 1983), pp. 219-301. 

9. Harvey Feigenbaum, “The Politics of Public Enterprise,” a study prepared for the 
Royal Commission on the Economic Union and Development Prospects for Canada 
(Ottawa: 1984). 


376 Tupper 


Bae 


23: 


24. 


256 


26. 


oie 


28. 
ai 


30. 


EAE 


32. 
33. 


34. 


33. 


36. 


. Peter Morici et al., Canadian Industrial Policy (Washington, D.C.: National Planning 


Association, 1982). 


. Stephen Clarkson, Canada and the Reagan Challenge (Toronto: James Lorimer for 


the Canadian Institute for Economic Policy, 1982). 


. Donald Smiley, “A Dangerous Deed: The Constitution Act 1982,” in And No One 


Cheered, edited by Keith Banting and Richard Simeon (Toronto: Methuen, 1983). 


. Forauseful overview of the debate see Peter Aucoin and Herman Bakvis, “‘Organiza- 


tional Differentiation and Integration: The Case of Regional Economic Development 
Policy in Canada,” paper presented to the Annual Meeting of the Canadian Political 
Science Association, Vancouver, B.C., June 1983. 


Alan C. Cairns, ““The Governments and Societies of Canadian Federalism,” Canadian 
Journal of Political Science 10 (December 1977), p. 699. 


. Jenkin, The Challenge of Diversity, p. 45. 
. For details see John Richards and Larry Pratt, Prairie Capitalism: Power and Influ- 


ence in the New West (Toronto: McClelland and Stewart, 1979), especially chap. 9. 


. H.V. Nelles, The Politics of Development: Forests, Mines, and Hydro-Electric Power 


in Ontario, 1849-1941 (Toronto: Macmillan, 1974). 


. Jenkin, The Challenge of Diversity, chap. 4. 
. André Blais, Phillipe Faucher, and Robert Young, “L’aide directe au secteur manufac- 


turier, Québec-Ontario,” Journal of Canadian Studies 18 (Spring 1983): 54-78. 


. For details see Jenkin, The Challenge of Diversity, pp. 92-93. 
. Aidan R. Vining and Robert Botterell, “An Overview of the Origins, Growth, Size and 


Functions of Provincial Crown Corporations,” in Crown Corporations in Canada: The 
Calculus of Instrument Choice. edited by J. Robert S. Prichard (Toronto: Butterworth. 
For an excellent overview of the use of public enterprise by different political parties 
see Marsha Chandler, ‘State Enterprise and Partisanship in Provincial Politics,” 
Canadian Journal of Political Science 15 (December 1982): 711-40. 

For details see Allan Tupper, “Bill S-31 and the Federalism of State Capitalism,” 
Discussion Paper 18 (Kingston: Queen’s University, Institute of Intergovernmental 
Relations, 1983). 

Cairns, ‘““The Governments and Societies of Canadian Federalism,” p. 721. 

John Zysman, Governments, Markets, and Growth (Ithaca, N.Y.: Cornell University 
Press, 1983). 

André Blais, Phillipe Faucher, and Robert Young, “The Concept of Province-Building: 
A Critique,” paper presented to the Annual Meeting of the Canadian Political Science 
Association, Vancouver, B.C., June 1983. 

Jenkin, The Challenge of Diversity, pp. 129-34. 

Clarkson, Canada and the Reagan Challenge, p. 301. 

Douglas Brown and Julia Eastman, The Limits of Consultation: A Debate among 
Ottawa, the Provinces and the Private Sector on an Industrial Strategy (Ottawa: 
Minister of Supply and Services Canada, 1981). 

Clarkson, Canada and the Reagan Challenge, p. 310. : 
Kenneth H. Norrie, “Some Comments on Prairie Economic Alienation,” Canadian 
Public Policy 2 (Spring 1976), p. 213. 

Careless, Initiative and Response. 

Blais, Faucher, and Young, “L’aide directe au secteur manufacturier, 
Québec—Ontario,” and “The Concept of Province-Building: A Critique.” 

N. Harvey Lithwick and John Devlin, “Economic Development Policy: A Case Study 
in Underdeveloped Policy Making,” in How Ottawa Spends, 1984, edited by Allan M. 
Maslove (Toronto: Methuen, 1984), pp. 122-66. 

John A. Hayes, Economic Mobility in Canada: A Comparative Study (Ottawa: Minis- 
ter of Supply and Services Canada, 1982), p. 6. 

Donald Smiley, Canada in Question: Federalism in the Eighties, 3d ed. (Toronto: 
McGraw-Hill Ryerson, 1980), p. 163. 


Tupper 377 


as 


38. 


39; 
4). 
41. 


42. 


43. 


44, 


45. 


46. 


47. 


John Whalley, “Induced Distortions of Interprovincial Activity: An Overview of the 
Issues,” in Federalism and the Canadian Economic Union, edited by M.J. Trebilcock 
et al. (Toronto: University of Toronto Press for the Ontario Economic Council, 1983), 
p. 178. 

Thomas J. Courchene, “Analytical Perspectives on the Canadian Economic Union,” 
in Federalism and the Canadian Economic Union, edited by M.J. Trebilcock et al. 
(Toronto: University of Toronto Press for the Ontario Economic Council, 1983), 
pp. 95-97. 

Jenkin, The Challenge of Diversity, p. 93. 

Courchene, “Analytical Perspectives,” p. 107. 

Richard Simeon, Federal-Provincial Diplomacy (Toronto: University of Toronto 
Press, 1972). 

Ira C. Magaziner and Robert B. Reich, Minding America’s Business: The Decline and 
Rise of the American Economy (New York: Vintage Books, 1983), p. 241. 

Daniel P. Moynihan, “The Politics and Economics of Regional Growth,” The Public 
Interest 51 (Spring 1978), p. 8. 

As an example see Robert B. Reich, The Next American Frontier (New York: Times 
Books, 1983). 

W. C. Graham, “Government Procurement Policies: GATT, the EEC, and the United 
States,” in Federalism and the Canadian Economic Union, edited by M.J. Trebilcock 
et al. (Toronto: University of Toronto Press for the Ontario Economic Council, 1983), 
p. 383. 

John Warhurst, State Governments and Australian Tariff Policy (Canberra: The Aus- 
tralian National University, Centre for Research on Federal Financial Relations, 1980), 
shen bed! 

Garth Stevenson, Mineral Resources and Australian Federalism (Canberra: The 
Australian National University, Centre for Research on Federal Financial Relations, 
1977), p. 30. 


378 Tupper 


ABOUT THE CONTRIBUTORS 


Michael M. Atkinson is Associate Professor in the Department of Politi- 
cal Science, McMaster University, Hamilton. 

André Blais is Associate Professor in the Department of Political Sci- 
ence, University of Montreal, and is also the Research Coordinator for 
the Industrial Policy section, which is part of the Politics and Political 
Institutions Research Area, Royal Commission on the Economic 
Union and Development Prospects for Canada. 

Marsha A. Chandler is Professor in the Department of Political Science, 
University of Toronto. 

Andrew B. Gollner is Associate Professor in the Department of Political 
Science, Concordia University, Montreal. 

David Marsh is Professor in the Department of Government, University 
of Essex, Colchester, England. 

Lynn Krieger Mytelka is Professor in the Department of Political Sci- 
ence, Carleton University, Ottawa. 

Allan Tupper is Associate Professor in the Department of Political Sci- 
ence, University of Alberta, Edmonton. 

Conrad Winn is Associate Professor in the Department of Political 
Science, Carleton University, Ottawa. 

Steven B. Wolinetz is Associate Professor in the Department of Political 
Science, Memorial University of Newfoundland, St. John’s. 


379 


. z a nig Saati “allel 
» Aeiin + tweet, Bos 


= 


aoe ean is 
hea reine: Sr aeor! 


ite ve wae ae mane vere *) a. . 
is we a ee pact 
tain sow rena aa 7 OO ae ne Conroe “— Tey 
. Pe a ee pipe a. 
sob eee’ grow Sel age Sania oy 
ei 7 it, ) Q er 
; WP Bm 97 : 
roy er Son eee 
? 
ph ep her ‘ \i@' ewes Guardian has 
; Vel Viele Geetgal RS, Cae ay, 
fe poms iy Sela tS ae ; a 
70 8 
. i Mc ear ee te 
yi Ta ee | or a ae 
v nies i oil iN Pewee as 
As Pee ti aariraat ©, 
man f Y 2a 
(mounts Pewee Ny Sas Meta) i cage wae, . f 
’ in! ly veliial ales Ne? i. 490m 
eit] melt) 49 *, "® je? jis ISA ane i +e 
yy eels baa GREAT a 
tuple ch Vout igh 70 bia ie 
PTL PA af tonne elh Oe . i! 
' at ehicoreare len neh) goa? ere) , 
‘ t) va ri oe “5 ‘eat ‘otiuwid) 
pivevncld | Tee Wii 
} wrint Sar Awe “soutien? 
steer iey eo 4% 
wil te ier? all oi tdoe aA ae 
etl Nolearpolty.2 
eee MCP avis Ww) Hie q al whieh i he 
jen wien, ser +a 
| eri uarpt | ats. ee LA stacward, at ee iy 
sunnah aA Te (herein f, se 
dina) 4 al peederhl, oleaseat he ms 
ay last: Cees i bablipiests!. 
h act aces storl Staion Ala a 
Pilok ve Aelbeleten 11 lo cient smal 
ae oO ss ne bd es | 


THE COLLECTED RESEARCH STUDIES 


Royal Commission on the Economic Union 
and Development Prospects for Canada 


ECONOMICS 


Income Distribution and Economic Security in Canada (Vol.1), Francois Vaillancourt, 
Research Coordinator 


Vol. | Income Distribution and Economic Security in Canada, F. Vaillancourt (C)* 


Industrial Structure (Vols. 2-8), Donald G. McFetridge, Research Coordinator 


Vol. 2. Canadian Industry in Transition, D.G. McFetridge (C) 

Vol. 3. Technological Change in Canadian Industry, D.G. McFetridge (C) 

Vol. 4 Canadian Industrial Policy in Action, D.G. McFetridge (C) 

Vol. 5 Economics of Industrial Policy and Strategy, D.G. McFetridge (C) 

Vol. 6 The Role of Scale in Canada-US Productivity Differences, J.R. Baldwin and 
P.K. Gorecki (M) 

Competition Policy and Vertical Exchange, F. Mathewson and R. Winter (M) 

The Political Economy of Economic Adjustment, M. Trebilcock (M) 


Vol. 7 
Vol. 8 
International Trade (Vols. 9-14), John Whalley, Research Coordinator 


Vol. 9 Canadian Trade Policies and the World Economy, J. Whalley with C. Hamilton 
and R. Hill (M) 

Vol. 10 Canada and the Multilateral Trading System, J. Whalley (M) 

Vol. 11 Canada—United States Free Trade, J. Whalley (C) 

Vol. 12 Domestic Policies and the International Economic Environment, J. Whalley (C) 

Vol. 13 Trade, Industrial Policy and International Competition, R. Harris (M) 

Vol. 14 Canada’s Resource Industries and Water Export Policy, J. Whalley (C) 


Labour Markets and Labour Relations (Vols. 15-18), Craig Riddell, Research Coordinator 


Vol. 15 Labour-Management Cooperation in Canada, C. Riddell (C) 

Vol. 16 Canadian Labour Relations, C. Riddell (C) 

Vol. 17 Work and Pay: The Canadian Labour Market, C. Riddell (C) 

Vol. 18 Adapting to Change: Labour Market Adjustment in Canada, C. Riddell (C) 


Macroeconomics (Vols. 19-25), John Sargent, Research Coordinator 


Vol. 19 Macroeconomic Performance and Policy Issues: Overviews, J. Sargent (M) 
Vol. 20 Post-War Macroeconomic Developments, J. Sargent (C) 

Vol. 21 Fiscal and Monetary Policy, J. Sargent (C) 

Vol. 22 Economic Growth: Prospects and Determinants, J. Sargent (C) 

Vol. 23 Long-Term Economic Prospects for Canada: A Symposium, J. Sargent (C) 
Vol. 24 Foreign Macroeconomic Experience: A Symposium, J. Sargent (C) 

Vol. 25 Dealing with Inflation and Unemployment in Canada, C. Riddell (M) 


Economic Ideas and Social Issues (Vols. 26 and 27), David Laidler, Research Coordinator 


Vol. 26 Approaches to Economic Well-Being, D. Laidler (C) 
Vol. 27 Responses to Economic Change, D. Laidler (C) 


* (C) denotes a Collection of studies by various authors coordinated by the person named. 
(M) denotes a Monograph. 


POLITICS AND INSTITUTIONS OF GOVERNMENT 


Canada and the International Political Economy (Vols. 28-30), Denis Stairs and Gilbert R. 
Winham, Research Coordinators 


Vol. 28 Canada and the International Political/Economic Environment, D. Stairs and 
G.R. Winham (C) 

Vol. 29 The Politics of Canada’s Economic Relationship with the United States, 
D. Stairs and G.R. Winham (C) 

Vol. 30 Selected Problems in Formulating Foreign Economic Policy, D. Stairs and 
G.R. Winham (C) 


State and Society in the Modern Era (Vols. 31 and 32), Keith Banting, Research Coordinator 


Vol. 31 State and Society: Canada in Comparative Perspective, K. Banting (C) 
Vol. 32 The State and Economic Interests, K. Banting (C) 


Constitutionalism, Citizenship and Society (Vols. 33-35), Alan Cairns and Cynthia 
Williams, Research Coordinators 


Vol. 33 Constitutionalism, Citizenship and Society in Canada, A. Cairns and 
C. Williams (C) 

Vol. 34 The Politics of Gender, Ethnicity and Language in Canada, A. Cairns and 
C. Williams (C) 

Vol. 35 Public Opinion and Public Policy in Canada, R. Johnston (M) 


Representative Institutions (Vols. 36-39), Peter Aucoin, Research Coordinator 


Vol. 36 Party Government and Regional Representation in Canada, P. Aucoin (C) 
Vol. 37 Regional Responsiveness and the National Administrative State, P. Aucoin (C) 
Vol. 38 Institutional Reforms for Representative Government, P. Aucoin (C) 

Vol. 39 Intrastate Federalism in Canada, D.V. Smiley and R.L. Watts (M) 


The Politics of Economic Policy (Vols. 40-43), G. Bruce Doern, Research Coordinator 


Vol. 40 The Politics of Economic Policy, G.B. Doern (C) 

Vol. 41 Federal and Provincial Budgeting, A.M. Maslove, M.J. Prince and G.B. Doern (M) 
Vol. 42 Economic Regulation and the Federal System, R. Schultz and A. Alexandroff (M) 
Vol. 43 Bureaucracy in Canada: Control and Reform, S.L. Sutherland and G.B. Doern (M) 


Industrial Policy (Vols. 44 and 45), André Blais, Research Coordinator 


Vol. 44 Industrial Policy, A. Blais (C) 
Vol. 45 The Political Sociology of Industrial Policy, A. Blais (M) 


LAW AND CONSTITUTIONAL ISSUES 


Law, Society and the Economy (Vols. 46-51), Jvan Bernier and Andrée Lajoie, Research 
Coordinators 


Vol. 46 Law, Society and the Economy, IJ. Bernier and A. Lajoie (C) 

Vol. 47 The Supreme Court of Canada as an Instrument of Political Change, /. Bernier 
and A. Lajoie (C) 

Vol. 48 Regulations, Crown Corporations and Administrative Tribunals, /. Bernier and 
A. Lajoie (C) 

Vol. 49 Family Law and Social Welfare Legislation in Canada, I. Bernier and A. Lajoie (C) 

Vol. 50 Consumer Protection, Environmental Law and Corporate Power, /. Bernier and 
A. Lajoie (C) 

Vol. 51 Labour Law and Urban Law in Canada, J. Bernier and A. Lajoie (C) 


The International Legal Environment (Vols. 52-54), John Quinn, Research Coordinator 


Vol. 52 The International Legal Environment, J. Quinn (C) 

Vol. 53 Canadian Economic Development and the International Trading System, 
M.M. Hart (M) 

Vol. 54 Canada and the New International Law of the Sea, D.M. Johnston (M) 


Harmonization of Laws in Canada (Vols. 55 and 56), Ronald C.C. Cuming, Research 
Coordinator 


Vol. 55 Peispectives on the Harmonization of Law in Canada, R. Cuming (C) 
Vol. 56 Harmonization of Business Law in Canada, R. Cuming (C) 


Institutional and Constitutional Arrangements (Vols. 57 and 58), Clare F. Beckton and 
A. Wayne MacKay, Research Coordinators 


Vol. 57 Recurring Issues in Canadian Federalism, C.F. Beckton and A.W. MacKay (C) 
Vol. 58 The Courts and The Charter, C.F. Beckton and A.W. MacKay (C) 


FEDERALISM AND THE ECONOMIC UNION 


Federalism and The Economic Union (Vols. 58-72), Mark Krasnick, Kenneth Norrie and 
Richard Simeon, Research Coordinators 


Vol. 59 Federalism and Economic Union in Canada, K. Norrie, R. Simeon and 
M. Krasnick (M) 

Vol. 60 Perspectives on the Canadian Economic Union, M. Krasnick (C) 

Vol. 61 Division of Powers and Public Policy, R. Simeon (C) 

Vol. 62 Case Studies in the Division of Powers, M. Krasnick (C) 

Vol. 63 Intergovernmental Relations, R. Simeon (C) 

Vol. 64 Disparities and Interregional Adjustment, K. Norrie (C) 

Vol. 65 Fiscal Federalism, M. Krasnick (C) 

Vol. 66 Mobility of Capital in the Canadian Economic Union, N. Roy (M) 

Vol. 67 Economic Management and the Division of Powers, T.J. Courchene (M) 

Vol. 68 Regional Aspects of Confederation, J. Whalley (M) 

Vol. 69 Interest Groups in the Canadian Federal System, H.G. Thorburn (M) 

Vol. 70 Canada and Quebec, Past and Future: An Essay, D. Latouche (M) 

Vol. 71 The Political Economy of Canadian Federalism: 1940-1984, R. Simeon and 
I. Robinson (M) 


THE NORTH 
Vol. 72 The North, Michael S. Whittington, Coordinator (C) 


Aa eh seteanl Fart valved 
Praiata: Les anu WO) M 
ee ae chao see 


mere : 


aeery wey Sremesna 
i, Wo th i rae aon ame 


VW thant sen ht RA RES Hy pehiae 
+) eh a . | eee | hl rad F Atte vali WH ret esieieniolt ow 


aha Mathes | Comet emma yee 5 
ree 


/ vente Oy dj is : Ode of neseundys py praia r— f 
ve WT Beka onaltya 8 Sneed oefY the aPC aE 
7 f vol? ay ane 4 


’ f Pit ley Bhs ae [o IVa 
: j ? Low ws, remctd i otiy) 


. awe My > . a d¢-yh a, fa ee me | 


as » te oe aon) erties fF" RAPS (Ad tire t 
i) a Tara ne : 
Mou, ebelpah Bde sineite apse) eer airare. 4 
Pow 9a Aer Dee eee ta ee 
oes ing “5h, pal it, te tk tan ae fe 
rit a) ehh wi Aan: i sri) 


; 7+ 
ii Gal Ay pert | wine! ra ‘¢? 
Perales: ir alncrat fo 6 
a 


/ ss ate ae Dipl, Se’ AS 
ee) dia we G@oka Wetter ete [rire ci 
" im tad eee Se Ti Sane / reriviget le 
oti Win ative lai’? ati e) rea ee 


ros vege 4! kee nen’ > ott Chat einer 
, ; ani etetiel Se red (net @ 
if ! oe witha \ 
Ss 
. 6 + + L 
Te y 200i ii dre aft 
el ) 
) 7 e. 4 ¥ » 


: ivan | y ’ : aver (3 
© AThah A eee 


he Ne an a) Ayliy Maite Ve attuds, & 


5 oi ( ' 2r3' ‘ Pwr t.7 wa ph! Lael © ie PAD ’ 
ri o> Pree ehtona etal, 2 ge eee 
i 4 
; ‘ 


& 14, Cat Pei ten 


COMMISSION ORGANIZATION 


Chairman 
Donald S. Macdonald 


Commissioners 
Clarence L. Barber William M. Hamilton Daryl K. Seaman 
Albert Breton John R. Messer Thomas K. Shoyama 
M. Angela Cantwell Peters Laurent Picard Jean Casselman-Wadds 
E. Gérard Docquier Michel Robert Catherine T. Wallace 


Senior Officers 


Executive Director 
J. Gerald Godsoe 


Director of Policy Senior Advisors Directors of Research 
Alan Nymark David Ablett Ivan Bernier 
Cpa eee Victor Clarke Alan Cairns 
Ae HER hor Carl Goldenberg David C. Smith 
Harry Stewart 
Director of Administration Director of Publishing Co-Directors of Research 
Sheila-Marie Cook Ed Matheson Kenneth Norrie 


John Sargent 


Research Program Organization 


Economics Politics and the Law and Constitutional 
Institutions of Government Issues 
Research Director Research Director Research Director 
David C. Smith Alan Cairns Ivan Bernier 
Executive Assistant Executive Assistant Executive Assistant 
& Assistant Director Karen Jackson & Research Program 


(Research Services) 


Administrator 
I. Lilla Connidis 


Jacques J.M. Shore 


Coordinators Coordinators Coordinators 
David Laidler Peter Aucoin Clare F. Beckton 
Donald G. McFetridge Keith Banting Ronald C.C. Cuming 
Kenneth Norrie* André Blais Mark Krasnick 
Craig Riddell Bruce Doern Andrée Lajoie 
John Sargent* Richard Simeon A. Wayne MacKay 
Francois Vaillancourt Denis Stairs John J. Quinn 
John Whalley Cynthia Williams 
Gilbert R. Winham 
Research Analysts Research Analysts Administrative and 
Caroline Digby Claude Desranleau Research Assistant 
Mireille Ethier Ian Robinson Nicolas Roy 
Judith Gold 
Douglas S. Green Office Administration Research Analyst 
Colleen Hamilton Donna Stebbing Nola Silzer 


Roderick Hill 
Joyce Martin 


*Kenneth Norrie and John Sargent co-directed the final phase of Economics Research with David Smith 


i ag hy 
’ 1; : li ‘ 7 i" 
r ¥ ; NZe ay 
A C Gy z ‘ a \. id 7” 
rvv/tvob) PROSE . 
sf PD asics bi 2 
ay) ‘a : ‘ 
] ‘ / v 
ry 1 awe | sey H “ibs ‘iia eh behtta 
i 
gist nt Hee | 
‘ su 
ial be Maia ep Meena Wh waa 
Uy iipnindlh ess aed: 
aw A Oe if FSOWSHA). A 
pe : phy ey ae , au safe testa 


rieeyhy Naeere i, 


Wi ON) Ca 
(gou ry i vv “wal ' 


. 


4“ uAatatied ing WAS vi’ 
tia | ipaelgy’ ayer) 
Pe mae id 
yd ey i a PD 


FUT e, ' | 
, i dy bd { YM, Ay Slip wee 
4 bah Pia 
(+ 
pA # werent We romirn ll 


i AIRE Angi ted Sphere 


dv Avd es erpale ) sper hiiaT | 


' j stag iA ‘ pias iyi obs 
| rit £ HPs 
iat pean 
} PP. iea ryt ” 
a salud yee f 
we todo | dde eet 
tle pe wai 7 


. we hee. eM 

nF nid lina 
fi aGhiuph hibits’ aa 
es ae pai 
| satiate: ial 
yori edt: nies 
ereasetel Po rel | 


i A ny 1h, . me AL ah ALY, af +} ‘i wre 
; le at bea > b 


ane deeicy Ne eee eh Diem 


Brenan i 
Ean eR 


bait 
te eae 


7 ere ere ih bye lie! \b gadidenang 


ia} "A t ais 


; oh ay ashe 
Pret: & 


rere 
uy ' wash jth 3 
a 


re] | yd t 4ahi 


Ra i di, Aa Ai 
Hime a 
rhe 
trative Hihy wi 
ih Wwe as Xe 
“at'Ts pid ui ‘ 
Peo ee 


*palon " 
Tee ve ane 
masibnaa My 
rer eur 
“ial 


hie 


he ie ai) 
a a 
fi ny | 
a a 


-- - 
_ ; 


o——— 


==, 
aan 
> 


7 


a 
| 


: 
De 
i 
7 
She Sim, 
l J : v1 
' ve 


Wet | ao 


Lipehiitat . a oa aca ? 4 Bee : i Se 
spe : : vc hereR 

the LNA», . . b i 
Ren cena te 


ey hls bemor y 
web G04 
Aye By na Vig 


ean 
Pd saa 


CRE 
Lonnur 


as 

bag ath 
kya t mph ye dst S he 
gait tthe eal Arde spiny Wer edi y¢ 


ae Rr a Ba 


WGN atte 
ke ite a 


Malone 


OFF Ss ie ae) 
Sgt Choe ayey ! Lae 


Me eae pace as 
gare bia ol 

wh LARS ANS € 

Fed yore ve 


i= we ; ‘ HAE ; i % i 

siag Siva eu sbun pen? : 47 ‘ a : K 3 mts t % ; i bia 
vei tec nbs : 2 { A ! i ; Wk oh as “ AAAS 

adady Read oped = 


aha dle 
wp ak nieoran Mufyanh oor ut 1) nk he i 


Sth fa i ‘ i 
Fanphel tod t ti 5 % Aa qf athe vit 
wb ulahia wade gael Wat barla eb 
eet bevidials 
. 
s Hee Na 
Ye Sel 4 iy, rant ‘ 9 “ " Oe tony ‘ . m 3 we > A SO Ue LN can RSC ei Eycnat 
Expos Neg titties or ei inte \issd PA bat ya pt Ye ) Stet r A ! Pedy anh 
ORY Web gee ee t a At : di pain ator o I, ys ‘ 
Wet . : 4 


(ie 


peylle 


ee Met f ote! Rie f. ‘ Cos a ary oie h ‘ 
a ee 


nied eh vinagg Paeguceail s paly 


sien Utes e RED aE of 
Caice 
gWtarerentnrt 


aor, iy 
sib cn ear 
1 
Fi i ye Wadeye aan? 
Wass eet adele ke : whe EG boy 
’ ; a Pian era 
if ny Mite, mypeatend 


Wes Teta ey Yet he 
OT Yur ak Uli 


aida 
Phra woe 


Napa obtet 


enka bee 


Spt 
tate Aeon! 


ies fi 
Jay elas yy 
ronnte) 


an ae 
if hte Baty 


ioe : j Seat 
ba ¢ t > ist 
Ps fant go } 


xg 


NN eels y 


Neeley a 
dale 
Ai} 
pode 4. ue 
Oath 
bag att pits 
Seely CHL Gang aie PO Meade tay 
Pre pene es 
Ng ye 
ney) sae 


Wenge Ts 
pag Sey em 


ED 


Gi 
nh Yee 
babes reba tes rhe 


AAAI 
aden aA 
nfo 


NGA 1? is X 
pas het ‘ita ty tye aa Ubicatorapad ahs s BAN i PER en A Cerna 
rains } ut , ; a reN Hie yes i ' : bayyd bee 


“agi x 
pe usaiuiptsly 
BEDS ull hehe 
me We a 


UL 
ele er Lab & Me 
i 


ecbeti 


apn bt 


Feet 


At 4 ATS 
igang mente t Doe ead 


eG i vey 
Wyn top yie g toate’ z resale etic 
aaa a ty 
pAb 
ULI E EY py i 
Here th wind ue 


‘ a hiboace guint 
Maite Sdey eet ugh 
j pleas) 
aptosyin 
biyhew! fein 
earth 
Cr linised 


E sok ieam 
of ea 


Pi re i 
Pig Mevectae La aoe eit 


geri?’ é 


Weg etla a Nip 8 fy 
: ey 4 . $ F A f ED i Lyfe Leo 


